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Summary. 


1. THE various points of view from which a levy on capital 
may be considered, viz., economic, social and political. The levy 
on capital proposed in Italy for political purposes and abandoned 
on account of economic difficulties. 

2. The opinion of Italian experts—politicians and officials 
almost unanimously adverse to a levy on capital. 

3. The advantages and disadvantages of a levy on capital. 

4. The ultimate object of the Government in suggesting a 
levy on capital and the tasks entrusted to the Advisory Commis- 
sion and the Technical Committee. 

5. The general principles of the Technical Committee’s 
scheme for a levy on capital and a tax on increases of wealth 
arising from the war. 

6. The export of capital abroad and the ceasing import of 
capital from other countries. 

7. Transitory nature of the actual values of various categories 
of capital. 

8. The impossibility of carrying out with celerity a valuation 
of wealth. 

9. The dissatisfaction of holders of bearer securities. 

10. The anticipated necessity of realisations on a large scale 
and the apprehended disorganisation of economic life. 

11. The simplifications made possible and the exemptions 
rendered opportune by transforming the levy on capital into a 
thirty-year tax on wealth. 

12. The abandonment of a forced loan and the issue of a new 
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voluntary loan. The new scale of contributions and the abolition 
of deductions. 

13. The assessment of the tax on increases of wealth. 

14. Conclusion. 


1. The discrepancies in the final judgments arrived at con- 
cerning the expediency or otherwise of the imposition of a levy 
on capital are attributable, in my opinion, only in part to the 
varying degree of importance attached to its undeniable advan- 
tages and to its equally incontrovertible disadvantages, but are 
due to a greater extent, perhaps, to the different points, of view 
from which the levy on capital is regarded. 

The levy on capital can indeed be regarded from an economic 
standpoint when it is conceived as a measure best adapted to 
extricate the State from its financial embarrassments with the 
least possible detriment to the national economic system. It is 
precisely from this aspect that the levy on capital is generally 
considered and discussed by students of economy and finance. 
And it is principally, if not exclusively, from this aspect that it 
has been examined and rejected by the Parliaments of France 
and England. 

But the levy can also be regarded from a social stand- 
point as a means for the expeditious adjustment of fortunes 
rendered unduly disproportionate by the effects of the war or by 
the previous system of accumulation under the régime of 
capitalism. Regarded from this point of view, it is a secondary 
consideration whether or no it becomes temporarily detrimental 
to the national economic system. It is precisely from this stand- 
point that the levy on capital was considered and imposed by the 
Bolshevik Russian Government. 

Finally, the levy on capital may be regarded from a political 
standpoint, whether it be considered, on the part of a defeated 
nation, as a means of speedily realising an indemnity in order to 
pay the victors and thus achieve emancipation from an irksome 
economic burden, or whether it presents itself as a precaution 
likely to placate the dissatisfied and to curry favour with the 
poorer classes, and, as it were, an insurance premium on the 
part of the capitalist classes against revolutionary movements and 
a more drastic confiscation of wealth. 

Political arguments of the first type were adduced in favour 
of the levy on capital in France after the defeat of 1870; and 
similarly to-day, although they may not constitute the sole 
stimulus, they lend strong support to the proposal for imposing 
a levy in Germany. 
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Political arguments of the second type were certainly decisive 
in causing the inclusion of the capital levy in the programme 
which the Nitti Ministry submitted to the Chamber of Deputies 
in July, 1919. 

The responsible members of the Government had not at that 
time sufficiently pondered the economic importance of the 
measure in question. Only by degrees, after conferring with 
experts and being obliged to reply to protests raised by the more 
seriously affected interests did they fully appreciate its difficulties 
and disadvantages. Finally, after protracted indecision, the levy 
on capital was abandoned. What is imposed by the Royal Decree 
of November 24th, 1919, referring to the extraordinary tax on 
property,’ is not really a levy on capital, but an ordinary tax on 
wealth, limited to a period of thirty years. 

2. Italian students were drawn intc the discussion of a levy 
on capital by publications which appeared in foreign countries, 
especially in England. The investigations made by Lawrence, 
Pigou, Arnold and Hook—all of them favourable to the levy— 
found a ready echo in Italy. But further reflection induced the 
vast majority of our economic specialists to form a different 
opinion, and this not only from a consideration of the general dis- 
advantages inherent in a levy on capital, but also from a con- 
sideration of the special disadvantages which its application would 
have encountered in Italy. Nor had the idea of the levy on 
capital met with much favour from the high officials, or in 
political circles, with the exception of some members of the 
Socialist Party. 

3. It is true that there are some obvious advantages in a levy 
on capital. But are they, it has been asked, sufficient to com- 
pensate for the certain disadvantages and for others more 
uncertain which may be feared from so radical a measure ? 

The advantages consist in the liquidation, at an auspicious 
moment, of a large part of the national debt, in the restoration of 
elasticity to the nation’s balance sheet, and in the diminution of 
the dissociation of income from labour which checks production 
and threatens social order. 

Among the certain disadvantages is the flagrant injustice— 
so far as the victorious countries are concerned—to the present 
generation who, having borne the evils and losses of the war, 
would also have to sustain a quite disproportionate part of its 
financial burdens, entirely for the benefit of future generations 
who will enjoy the fruits of their victory. There is also the 

1 Cf. Royal Decree, No. 2169, in the Gazzetta Ufficiale del Regno d'Italia, 


November 26th, 1919. 
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difficulty encountered by the majority of the taxed in meeting 
their obligation, and there are further grave consequences, viz., 
the disturbance of prices, the depreciation of property which 
cannot be used for payment of the levy and the unwarranted 
appreciation of securities which can be so used, the uncertainty 
affecting contracts, an excessive demand for loans which might 
well bring about a general credit crisis, frequent indebtedness 
on the part of manufacturers, business men and agriculturists 
who may not be in a position to realise at short notice the share 
of their capital demanded of them; and their debts—let it be 
noted—will be for sums the real value of which would increase 
simultaneously with the fall of prices, thus aggravating the crisis 
—resulting from that very fall of prices—which the entrepreneurs 
and with them the capitalists (the two classes being practically 
the same) will, in all probability, have to face after this war as 
after all wars. 

Many and grave are the doubtful issues in connection with 
the levy. What will be the duration and the cost of its collec- 
tion? What fiscal troubles will result from it? What will be 
the opposition of the taxpayers to a levy which will, of necessity, 
claim a very high percentage? What anomalies in the incidence 
of taxation will follow? Finally, what will be the effect of the 
levy on the creation of wealth and on the emigration and immi- 
gration of individuals and of capital? Will not the fear of a 
repetition of the levy prove a greater obstacle to the accumula- 
tion of wealth than is that burden of taxation which the capital 
levy seeks to diminish? And what will be its actual result when 
the variations in prices which may be expected from it and the 
extent of evasion are taken into account? Will the alleviation 
of the pressure of taxation in the future be commensurate with 
the weight of the present burden and the dislocation of the entire 
economic system of the country?! 

4, In view of the foregoing, it is easy to understand that 
deputies and students of the problem experienced a feeling akin 
to surprise when Signor Nitti, who had been appointed Prime 
Minister, solemnly announced to the Chamber of Deputies that 
his Government had decided on the imposition of a levy on 
capital.2 That the measure had been prompted by political 

1 For the special disadvantages which the levy on capital would have 
occasioned in Italy, ¢f. the articles ‘‘ Sul problema finanziario del dopo guerra,”’ 
in Supplemento economico del Tempo, January 3rd, February 3rd and 20th, March 
20th, 1919, then collected ina volume by the Biblioteca economica del Tempo, 1919. 

* July 9, 1919.—A concrete statement of the Government’s proposal was 


made by the new Minister of the Treasury, Signor Schanzer, in his speech on 
the financial situation in the Chamber of Deputies on the following day. 
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motives was obvious to anyone who recalled the contrary opinions 
which had been expressed on former occasions by the Prime 
Minister and the new Finance Minister, Signor Tedesco. There 
was even a general impression that the scheme had been suggested 
not so much because of any real dangers of more radical demands 
on the part of the working classes, as from a desire to secure their 
favour for the new Government, which had been formed amidst 
unusual difficulties and was strenuously opposed by a large part 
of the nation. 

Moreover, the political character of the scheme was clearly 
revealed by Signor Tedesco when, on August 4th, 1919, he 
inaugurated the labours of the Commission specially appointed 
to put forward the financial proposals. Among the members of 
this Commission were many university professors, the heads of 
the most important departments in the Finance Ministry and 
the Treasury, and representatives of both Chambers, chosen from 
those whose opinions on financial matters carried most weight. 
The great majority of them had on various occasions shown ther- 
selves opposed to a levy on capital. But, as Signor Tedesco 
stated explicitly, the Commission was not appointed to determine 
the expediency or otherwise of the scheme already decided on 
by the Government, but merely to suggest the technical 
expedients whereby the levy might be collected in the best 
possible way without departing from certain essentials. Their 
task was to levy an extraordinary tax on wealth, to be paid 
in a few years by annual instalments, small fortunes being 
exempt. The scale of rates was to be steeply graduated, and the 
rate was to be heaviest in the case of wealth derived from war 
profits. The Government intended to obtain from the levy the 
sum of It. lire 20 milliards, which would be applied to reducing the 
quantity of notes in circulation and to the redemption of part of 
the national debt.’ 

The Commission, with the greatest loyalty, carried ont the 
duties entrusted to it, laying down in a series of arduous sessions 
the main lines of the Bill. From its members a Technical Com- 
mittee was selected by the Minister himself, consisting of Comm. 
Benettini, Professors Cabiati, D’Aroma, Einaudi, Griziotti, and 
the author of the present article, and to them was entrusted the 
task of preparing a final draft of the Bill. With the assistance of 
other officials in the Finance Ministry, the Committee quickly 
evolved a Bill whose provisions were inopportunely communicated 

1 The declarations of the Minister of Finance were quite uniform with 
those of his colleague, the Minister of the Treasury, in the Chamber of Deputies at 
the sitting of July 10th, 1919. 
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to all the members of the Government and to leading financiers, 
and soon became public property. 

5. Following the general principles laid down by the Govern- 
ment and the more specific directions of the Commission, the 
Technical Committee advocated the imposition of a non-recurrent 
general progressive tax on fortunes existing in the country on 
December 31st, 1919, and also a non-recurrent tax on increases 
of wealth proved to have taken place between August 1st, 1914, 
and December 31st, 1919, in so far as they were derived from 
excess profits arising from the war. 

Both taxes were personal in character and were to be levied 
on individuals and on corporations in respect of such property 
as was not already assessed in individual names. Private persons 
were assessed individually. 

The general tax on wealth was to be imposed in the shape 
of contributions to a compulsory loan, whose stock would bear 
interest at 1 per cent. and would be redeemed within seventy 
years from 1930. Power was given to the contributors to abandon 
the right to the stock, in which case their contribution was to be 
reduced by one-third. 

Fortunes the taxable value of which did not amount to It. lire 
20,000 were to be exempt, while others were to be taxed on a scale 
starting at 5 per cent. on It. lire 20,000 and increasing to a maxi- 
mum of 40 per cent. on It. lire 100,000,000 and over in accordance 
with a formula calculated ad hoc. Rebates were granted 
to males over fifty years of age and females over forty, and also 
to married persons; also in respect of parents, grandparents and 
direct descendants living with and being dependent on persons 
taxed, provided that they were not themselves liable to tax, and 
that in the case of male descendants they were under twenty-five 
years of age and unfit to work; and, finally, on a more generous 
scale, to all persons disabled in the war, and to widows, parents 
and orphans of persons killed in the war. 

The contribution was due to be paid on January Ist, 1920, 
but the contributor was permitted to demand its division into 
four, six, or eight annual payments according as his property 
comprised less than 25 per cent., or from 25 to 75 per cent., or 
more than 75 per cent. of real estate. These annual payments 
might be increased in number in very exceptional cases, but in 
none of the three categories might they exceed in number six, 
nine, and twelve respectively. Each annual payment might be 
paid in bi-monthly instalments. The deferred annual payments 
were to bear interest at 5 per cent. 
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The tax on increases of wealth was levied on increments ex- 
ceeding 1.20,000 due to over-profits arising (even though in- 
directly) from the war. The rates were to vary with the amount 
of the increment in accordance with the formula employed to 
determine the contribution-ratio in the case of the forced loan. 

The tax was due in one payment only on January Ist, 1920, 
but the taxpayer was permitted to demand its division into three 
annual payments, each of which could be paid in six bi-monthly 
instalments and would be charged with interest at the rate of 
5 per cent. 

Most of the administrative provisions of the scheme were 
common to both imposts. In both cases the taxpayer was 
required before March 31st, 1920, to make a detailed declaration 
of his taxable assets and of deductions therefrom. Committees 
of Investigation appointed ad hoc were then to assess the various 
items by a special procedure and following definite rules. Ample 
powers for the purpose were conferred on the revenue officials. 

Payments either in respect of the forced loan or the tax on 
increases of wealth could be made in coin, in scrip or National 
Loan Bonds, or in postal orders, cheques, notes of issue banks, 
or first-class foreign bills; and with a view to rendering pay- 
ments still easier the scheme authorised the Government to 
establish special credit organisations. Specially favourable treat- 
ment was accorded to estates which had suffered war damages. 
The possibility of extending the provisions of the scheme to the 
new Provinces was under contemplation. 

Space does not permit here the addition of a full account of the 
discussions of the Committee, and it must suffice to enumerate 
simply the conclusions arrived at on the principal questions 
considered. 

Although it acknowledged the theoretical expediency of ex- 
tending the levy to human capital, the Technical Committee had 
considered it advisable to abandon this purpose in consideration of 
the practical difficulties which the valuation of such capital and 
the gathering of the tax would have met, and because a tax on 
earned incomes—which had been proposed in substitution—could 
not be considered as an equivalent of the levy. The Committee 
proposed not to tax the property owned abroad by Italian citizens, 
unless such property belonged to the owner before August 
Ist, 1914, and to tax the property of foreigners in Italy, except 
if introduced after the publication of the law. The value of lands 
and buildings was to be calculated on the basis of the income ; 
shares on the basis of their average quotation for the months of 
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May to August, 1919. The value of furniture and jewellery and 
the amount of money were to be calculated in a percentage of 
5 per cent. and 1 per cent respectively of the other assets. Deposits 
were to be valued on their amount on July Ist, 1919, or on the 
higher amount reached on January Ist, 1920. The bearer 
securities were to be converted into nominal ones; otherwise, the 
total property of the taxpayer was subjected to the highest rate 
of 40 per cent. The declarations were to be made on oath and 
severe penalties were inflicted on those who made a false declara- 
tion or refused to swear or declared a value inferior to the real 
one for more than one-third. In the case of fraudulent practices 
even punishments restrictive of personal liberty were inflicted. In 
order to prevent the evasion of property owned abroad, it was 
prescribed that consular authorities and public officials should 
refuse their concourse to any deed concerning estates existing 
abroad which had not been declared. And in prevision of the case 
that all these provisions should prove ineffectual, the Treasury 
was authorised to have recourse to a presumptive valuation of the 
estate of the taxpayer if his style of life should appear not in 
accordance with the ascertained amount of his estate.’ 

6. From the time that the Technical Committee had begun their 
labours on the Bill, many voices had been raised to point out the 
disadvantages, already apparent, deriving from the mere anticipa- 
tion of its enforcement, or the disadvantages, real or apprehended, 
from the supposed provisions of the Bill not yet public property, 
but whose general outline was well known, owing first to indis- 
cretions and then to official statements. To the Government’s 
representatives, who with ever-increasing concern were always 
repeating to the Committee the warnings, complaints and protests 
of interested parties, the members of the Committee, the majority 
of whom had always shown themselves opposed to the imposition 
of a levy on capital in Italy, could only reply that these inevitable 
disadvantages had already, almost without exception, been per- 
ceived and pointed out by them, but that, though it was possible 
to diminish their effect, it was impossible to avoid them altogether, 
if the purpose of practising the levy on capital was earnest. 

The recent noticeable increase in the amounts of foreign 
capital deposited in Italian banks had been checked, and it was 
even stated that a decline had already become manifest. 
Foreigners were evidently not pleased with the prospect of seeing 
their deposits harvested by the Italian Treasury. The Govern- 


1 For a full account of these subjects cf. the essay ‘‘ La imposta straordinaria 
sul patrimonio,” in Studi sociologict sul dopo guerra. Bologna, Zanichelli (in the 
press), 
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ment, impressed by this fact, was compelled to give assurances 
—which were subsequently embodied in Clause 6 of the Royal 
Decree—that foreign capital (including remittances from emi- 
grants) which were found to have been deposited in banks or 
savings banks on January Ist, 1920, should not be subject to the 
tax on wealth. 

The rate of exchange, which at the end of June showed a 
distinct improvement as compared with the end of May, declined 
rapidly after the announcement, on July 9th and 10th, by the 
Prime Minister and the Minister of the Treasury of their inten- 
tion to impose a levy on capital, and this decline was not arrested 
until, about the middle of November, it became known that the 
levy on capital had been abandoned. The general impression is 
that these coincidences were not fortuitous. The stoppage of 
the influx and the beginning of the export of foreign capital, 
indicated by the cessation of the increase in foreign deposits and 
their observable diminution, may certainly have contributed to 
checking the rise and initiating the decline in the exchange. 
But the export and diminished import of Italian capital was a far 
more powerful contributory factor. The sending abroad of jewel- 
lery and other similar property in order to remove it from fiscal 
assessment may succeed in diminishing the yield of the tax, 
but cannot aid in depreciating the rate of exchange. But this 
result is certainly achieved by the export of Italian currency, 
prevented only to a limited extent by the prohibition (rarely 
enforced) against carrying more than a certain sum across the 
frontier, and by the export of bearer bonds, the interest on which 
the State will then have to pay abroad in gold. Some authorities 
contend that a noteworthy influence on the depreciation of the 
exchange was exercised also by the fact that exporters were in- 
duced to leave on deposit in foreign banks the money received as 
payment for exported goods! in the hope that they might more 
easily escape the investigations of the Treasury. 

Complaints have been made in Italy at the Government’s delay 
in giving effect to its advertised financial measures, a delay 
which permitted the hurried export of capital abroad, and at the 
publicity given to the proposals of the Technical Committee 
which was the main cause of that export. While admitting 
some foundation for these complaints, the faet ought to be taken 
into account that in no modern State could a transaction so vast 
and so radical as the levy on capital be carried through without 
the interested parties having ample warning beforehand. It 


1 This disadvantage was specially commented on by F. Flora in ‘“‘ Cambi e 
Scambi’’ in the Economista di Firenze, December 21, 1919 (No. 2381). 
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would seem inevitable that the carrying out of such a measure, 
so long as the principle of the levy is confined to one or few 
States, is bound to be preceded to a more or less serious extent 
by disadvantages analogous to those encountered in Italy. The 
results are aggravated by the fact that naturally the finances of 
the States which have recourse to it are not flourishing and their 
exchange is unfavourable. 

7. One disadvantage which students who have considered a 
levy on capital did not take into account—perhaps the only dis- 
advantage not already pointed out—is that which is based on a 
general and deeply-rooted impression that present prices are, so 
to speak, fictitious prices, and that it would be extremely unjust 
to make them the basis for a valuation of wealth for the purposes 
of a levy on capital. 

Particular stress was laid on this idea by the Italian agri- 
culturists in a resolution passed by the Bureau of National 
Agriculture and by the Society of Italian Agriculturists, which 
resolution found vigorous support in the newspapers and economic 
periodicals.? 

On whatever it was founded, such an impression had in any 
case its practical importance, inasmuch as it was so widespread 
and so deeply felt that it would have been difficult to ignore it 
without aggravating the resistance of the taxpayer. To take 
count of it, on the other hand, meant that the revenue of the 
Treasury would be seriously diminished, and this fact ought to 
be taken into consideration in arriving at a decision as to the 
convenience or otherwise of a levy on capital. Advocates and 
opponents? of the levy on capital agree in considering that one 
of the strongest arguments, if not the strongest of all, in 
its favour is that by its means a part of the national debt would 
be redeemed at a favourable juncture, when money is depreciated, 
and therefore at a time when a public debt represents (compared 
with all other forms of wealth) a smaller percentage than it will 
represent when money has regained its former value. But this 
argument pre-supposes that other forms of wealth would be 
valued at current prices and the assumed advantage would dis- 


1 Cf. among others, Luigi Pignatelli, ‘‘ Il contributo straordinario sui patrimoni 
e la proprieté immobiliare ” in the Sole of July 31st, 1919; and J. Aguet, ‘“‘ Sul 
prestito forzoso,” in the Corriere Economico, October 30th, 1919. 

* For the first, cf. A. C. Pigou, ‘‘ The Problem of the National Debt ”’ in the 
Contemporary Review, December, 1919, page 624; for the second, L. Einaudi, 
“Il debito pubblico e la svalutazione della lira” in the Corriere della Sera, 
August 10th, 1919. Cf. also our study, ‘“‘Sul problema finanziario del dopo 
guerra,” mentioned above, pp. 25-27. 
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appear if the valuation had to be made on the basis of prices 
which will presumably obtain at some future date. 

The idea that prices current at the moment are, in a sense, 
fictitious prices, appears on careful consideration to correspond 
in part, though not entirely, with facts. 

Tt is no valid reason to say that the owner of property can 
sell his property when he wishes at current prices. That is true 
normally of industrial securities, which as a rule can be sold 
freely and easily, but it is far more seldom true with regard to real 
property, the sale of which may be hampered by legal restrictions 
or traditional family reasons—whose existence, frequence and 
force no legislator can ignore—and very often, at present, also 
economic considerations. This latter is the case with owner-culti- 
vators of the soil who at the moment see in their land not only a 
source of income, but the only sure mean of applying their own 
labour. If their land is sold, who will guarantee them any occupa- 
tion? It is this fear of lack of occupation which, in the opinion 
of those who know the land market, explains the fantastic height 
of the prices which are paid in some places by the peasants who 
have made money. This fear, then, would operate in two ways 
to the disadvantage of the owners of the soil in the application of 
the levy : on the one hand, by raising the average prices, and, on 
the other hand, by preventing the owner-cultivators from realising 
whenever they wished it the commercial value of their farms. 

There is a limit to the force of the objection! that if it be 
true that the lands are over-valued, it is just as true that the 
tax would be paid in depreciated money. The limit of the force 
of the objection lies either in the fact that the tax would not 
be payable in money only, but would have to be paid in part in 
securities, or in the fact that it could not be paid—especially in 
the case of owners of real property—at once, but would have to 
be paid in instalments spread over a sufficiently lengthy period, 
during which the money would in all probability be gaining 
purchasing power. It is here that the unfavourable side of the 
instalment system becomes apparent, to which, moreover, atten- 
tion had already been called.? 

If it be held that the owners of the soil are already finding 
themselves disadvantageously situated as compared with owners 
of personal property in the contest with the Treasury by the 
fact that they are unable to make any attempt at concealment, 
it is easy to understand that the impression that the system of 





1 Cf. B. Griziotti, ‘‘ Per il disegno delle imposte patrimoniale,” in the Giornale 
degli Economisti, November, 1919. 
2 Cf, “Sul problema finanziario del dopo guerra,” pp. 39 and 58. 
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valuation acts with peculiar injustice towards them is bound to 
embitter them. And if account be then taken of the fact that 
real property forms the backbone of wealth in South Italy, while 
in the North personal property assumes greater importance, and 
that in every district war wealth consists almost entirely of 
personal property, it is obvious that the discontent of the owners 
of real property would assume some political importance, and 
would justify an appeal to considerations of equity. It appeared, 
therefore, expedient to take their wishes into consideration by 
being satisfied in the meantime with a provisional valuation and 
postponing to a later date the ultimate valuation of real property 
on the basis of income valued at more stable prices. 

8. Another fact weighed heavily in favour of a provisional 
valuation of the national wealth, subject to taking with due 
deliberation a final valuation, viz., the difficulties of the operation 
and the time it would require, circumstances irreconcilable with 
the urgency of the needs of the Treasury. According to the 
remarks made by the Minister of the Treasury in his financial 
statement to the Chamber of Deputies on December 16th, 1919, 
this seems to have been the decisive reason which compelled the 
Government to abandon the idea of a forced loan. 

A provisional valuation of wealth could only, on the other 
hand, be based on the data already at the disposal of the 
Treasury. As regards land, it was based on the principal fiscal 
tax (imposta erariale principale) of 1916, which was multiplied by 
a fixed coefficient of 325 in order to obtain the value to be im- 
posed by the extraordinary tax, in the case of buildings on the 
taxable rent (reddito imponibile) for 1919, which was multi- 
plied by a fixed coefficient of 25. It is, however, a question of taxes 
which have for some time become rigid, and which now give rise, 
especially the land tax, to the greatest irregularities, which, if they 
do not offer any material disadvantages from the point of view of 
fair taxation, seeing that the great majority of the present owners 
have already redeemed the tax in the purchase price, deprive the 
tax paid or the taxable rents of all real value as a basis for the 
valuation of land or buildings. 

The yield of the fiscal tax on land in 1916 and the taxable 
rent of buildings in 1919 are, of course, known to have been about 
It. lire 76 mill. and It. lire 750 mill. respectively. Multiplied 
by the prescribed coefficients, these figures would give a value to 
landed properties of 25 milliards of lire and to buildings of 19 mil- 
liards, but in reality at existing prices the respective values would 
in all probability not be less than 120 and 40 milliards. The 
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difference, which is marked in the case of buildings, is enormous 
in that of land. 

It would, it is true, be possible to hope for an amend- 
ment when after six years a final valuation of lands and buildings 
is carried out on the basis of their income. The decree prescribes 
that when the valuation, even by reason of an alteration in the 
rent system, yields a result larger or smaller by at least a quarter 
than that obtained on the basis of the fiscal tax on land or the 
taxable rent from buildings, revision of the taxation will be 
possible by means of supplemental assessments or a reimburse- 
ment of the tax. In any event it will certainly be only a case 
of partial correction, both because it will only take place when 
the difference exceeds one-quarter, and because if the price of the 
buildings or the land diminishes in the six years owing to the 
revaluation of the lira, as is to be expected, part of the differences 
existing between the actual value and that obtained by means of 
the fixed coefficients will vanish, 

9. The proposals of the Technical Committee aroused intense 
feeling among the holders of bearer securities. They contended 
that many people, rather than convert their bearer into nominal 
securities or pay 40 per cent. of their entire property, would try 
to sell their securities at any cost in the hope of concealing the 
sum obtained with the intention of exporting it to foreign coun- 
tries by investing it in bearer securities, if they preferred that 
species of investment, or otherwise. There can be no doubt 
that, in addition to the motive alleged, the resistance referred 
to was largely caused by the fear of seeing a form of wealth 
taxed in its entirety which practically eluded the Treasury at 
the outset, and which, just for that very characteristic, has always 
been most popular. The fact that the announcement of the 
capital levy caused a fall in the price first of industrial securities 
and then—after the dispelling of the illusion that they were to 
be exempt—of public securities, is easier to explain as being due 
to the expectation that this abuse was about to cease than as a 
sign of alarm. Particularly with regard to Government securi- 
ties accepted in payment of the tax it is to be noted that a large 
offer of bearer securities might have been regarded not as a danger 
but as an advantage, inasmuch as it would have removed one of 
the chief disadvantages of a capital levy arising from the difficulty 
for the taxpayers of finding the means of payment. It would, 
however, be an error to fail to recognise the fact that bearer 
securities, apart from the facilities for tax evasion, offer notable 
advantages, and, on the other hand, whatever may be the reason 
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for which preference is given to them, it is certain that to prohibit 
them in Italy would have caused much capital to migrate to other 
countries where that form of investment was retained. 

Without giving here an account of all the solutions proposed 
and the arguments adduced, it will suffice to state that with the 
object of inducing the taxpayers to convert bearer into registered 
securities, the Royal Decree raised from 2 per cent. to 5 per cent. 
the annual deduction from the interest and dividends paid by the 
companies which had put bearer securities into circulation.’ No 
special provision was made for public funds to bearer and the 
Treasury confined itself to the declaration that it would render 
compulsory the conversion of all bearer into registered securities 
if within a year a great part of them should prove not to have been 
declared.? 

10. The main resistance of the taxpayers to the proposed levy 
on capital arose, however, from the anticipation of the realisations 
which would have been forced upon them to raise the amount of 
the tax, on account of the high rates and the limited number of 
years in which the payment would be due. 

There is no better way, in my opinion, of gauging the extent 
of these difficulties than to reprint in full the words uttered by 
the Minister, Signor Schanzer, in his financial survey of Decem- 
ber 16th, 1919 : “I gave due warning beforehand,” he said, ‘that 
the tax on wealth ought to be distributed and collected during a 
suitable number of years in order not to dislocate the economic 
system of the country, and so that we may not incur the danger 
of crises in the values of real and personal property. It was 
proposed in the first instance to distribute the collection of the 
tax over a variable period of from four to eight years, according 
to whether the property was personal or real, but after an 
exhaustive study of the arguments the Government became con- 
vinced that, given the present extremely critical conditions of an 
economic system which is gradually recovering after a period 
of the most acute crisis, the instalment system referred to would 
be insufficient. Obliged to pay the duty within the periods 
stated, the taxpayers would be compelled either quickly to realise 
their securities and sell their houses and property at an incal- 
culable loss to the national economic system, or else to borrow 
money in order to pay the tax, and that on onerous terms: A 
suitable Department would have to be established which would 
advance to taxpayers the necessary amounts. But such a mode 

1 Cf. Gazzetta ufficiale del Regno d’ Italia, November 26th, 1919. Royal Decree 
No. 2166. 


* For greater details on the subject, cf. the above-quoted essay in Studi 
sociologici del dopo guerra. 
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of procedure would in the first instance have produced a further 
considerable increase in the circulation of notes which, however, 
ought by every possible means to be limited and reduced. These 
considerations show that the collection of the tax over a period 
of from four to eight or ten years would not, on the one hand, 
have admitted of rapidly achieving the object of reducing the 
floating debt and the note circulation, and, on the other hand, it 
would have disorganised the economic life of the country, so 
that there was no alternative but to distribute the tax in question 
over a longer period of time, which was fixed at thirty years. 
Thus the taxpayer, who neither will nor can reduce his capital 
year by year, is given the opportunity of paying the tax from 
his own income.” 

The extraordinary tax on fortunes was thus deprived of one 
essential requisite of the levy on capital and, on the other hand, 
could not retain other requisites. Why, those who drafted the 
Royal Decree of November 24th must have asked themselves, 
retain for thirty years the same basis of valuation if, for the 
reasons adduced above, it was out of the question for that basis 
to apply to the present time. Only by arbitrary methods would it 
be possible to fix one future period rather than another as the basis 
for making the valuation. In that case, was it not better to carry 
out successive valuations, and in harmony with their successive 
results to vary the amount of the impost? Accordingly, it was 
arranged that when the first six years, starting from January Ist, 
1920, had expired, the taxpayers would have to present a fresh 
declaration of property and the Treasury should have power to 
re-estimate at a high value, and that the same thing should take 
place later on at the end of the first and of the second period of 
eight years. 

“Such a provision,” the official communiqué of the new 
financial estimates points out, “appears to correspond better to 
the principles of fiscal and social equity, and is one which, instead 
of placing the results of the war only on the shoulders of the 
taxpayer of to-day, distributes the burden over property existing 
to-day and that of future generations.’’ 

Does not this proposal, however, lack the advantage which, 
as opposed to elastic systems of taxation, the levy on capital 
presents in so far as—apart from the fear of its recurrence—it 
offers a greater incentive to saving? With a view to encouraging 
saving to the greatest possible extent, and especially, during the 
first period, the investment of capital in agriculture, the decree 
ordains that the value of the extraordinary works shown by the 
taxpayer to have been carried out during the first six years in 
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the way of permanent improvements of his own land shall be 
exempt from the tax for the duration of the next eight years, 
when his property is re-valued, and that, after that period, 
variations which take place in the increased value of the property 
and which do not arise from inheritance or donations will be taken 
into account only as regards two-thirds of the increase for the 
remainder of the period during which the extraordinary tax is 
leviable. 

Finally, the decree takes into consideration the case of those 
taxpayers who, rather than pay their instalments annually, 
prefer to compound for each of the four periods mentioned above, 
and ordains that another decree ad hoc shall be issued deter- 
mining the method of such compounding. 

11. By the transformation of the proposed levy on capital into 
a thirty years’ tax on property which could be paid out of income 
many of the difficulties which confronted the Technical Com- 
mittee either disappeared or were so diminished as to be 
negligible. ‘There was no longer any necessity for any special 
Banking Institution to place taxpayers in a position to pay the 
tax. Since the actual amount of the property was not to be 
determined once and for all on January 1st, 1920, it was impossible 
to make the whole tax due as from that date and to burden the 
successive annual instalments with the interest during the 
entire thirty years. The plan might have been adopted of con- 
sidering the amount of the tax due at the date of assessment 
as limited to the period for which it would have remained valid 
and to confine the interest within the limits of each period. It 
was, however, considered preferable not to charge interest even 
within these limits, thus adapting the extraordinary tax to the 
standards of exaction of an ordinary tax. 

By the successive re-valuations the danger of a withdrawal of 
deposits or the hoarding of money was also reduced.’ In fact, it 
was no longer worth the taxpayer’s while to have resort to such 
expedients, inasmuch as, to ensure successful evasion, he would 
have to allow that part of his capital to lie idle, not once only and 
for a brief period, but for the whole period of the successive valua- 
tions. For that reason the Decree abandoned the provision relating 
to the assessment of deposits based on their amount on July Ist, 
1919. The fact that the tax was spread over a period of thirty 
years was certainly calculated to arouse less opposition on the part 
of the taxpayers, while the assessment of the most difficult part of 

1 Cf. on the latter point L. Einaudi, ‘Il danno della tesaurizzazione dei 


biglietti,” in the Corriere della Sera, November 1919; and G. Borgatta, “La 
possibilita di evasioni dai vari oneri fiscali,”’ in the Tempo, December 21st, 1919, 

















1920] A LEVY ON CAPITAL 303 


the property to assess, viz., lands and buildings, was to be com- 
pleted in a period of six years, leaving the Treasury all that time 
in which to perfect and strengthen its administration. Therefore 
it was rightly considered useless to create special organisations 
and special assessment and judicial procedure. It also 
became possible to diminish the severity of the penalties, which 
was all the more expedienf as it is well known that too severe 
penalties are often not applied and thus fail to have any adequate 
effect, as they permit guilty persons to hope that they will escape 
their application. The obligation to make declarations on oath 
as to the source of income was cancelled, and it was left to the 
Treasury and its legal assistants to insist on an oath when they 
considered it necessary. Instead of the penalties restricting 
personal liberty imposed in serious cases, there was substituted 
the confiscation of a sum equal to the amount of the tax which it 
was intended to evade. It was, on the other hand, found possible 
to reduce from one-third to one-sixth the margins of tolerance con- 
ceded to errors in the valuation of property, owing to the fact that 
the valuation was no longer to be demanded in the case of real 
property with regard to which it would have presented great 
uncertainty. 

While many difficulties vanished, fresh difficulties arose. It 
was found dangerous to impose the tax on the capital of Italian 
citizens which was created or exported abroad between August 1st, 
1914, and July Ist, 1919, as that might have discouraged them 
from bringing it into Italy during the period—twenty-two years— 
of the successive valuations. The decree settled such questions by 
exempting that item from the tax. Consequently, it was found 
possible to cancel the instructions given to consular agents and 
public officials of the realm relating to deeds in respect of property 
possessed by Italian nationals abroad, and to abandon the 
presumptive valuation of the property which had been admitted 
chiefly on account of the difficulty of a direct valuation of 
property of that nature. 

12. The fact that the tax was spread over thirty years 
rendered superfluous the attempt to disguise it as a forced loan, 
an attempt, for the rest, ill received: on the one hand, by the 
Socialist Party, who maintained that by it the Government was 
falling short of its promise to impose a levy on capital, and, on the 
other, by the financiers, who delighted in unmasking its manifest 
ingenuousness.! 

1 Cf. B. Griziotti, “‘ Imposta straordinaria sul patrimonio e prestito forzoso,” 


in the Giornale degli Economisti e Rivista di Statistica, September, 1919; F. 
Natoli, ‘‘ Prestito forzoso e giustizia tributaria,” in the Ora, September Ist, 1919. 
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On the other hand, the forced loan would have pre-supposed, 
as Signor Schanzer pointed out in his financial statement, an 
assessment of wealth which could not, it was recognised, be made 
very quickly. Yet it was urgently necessary to consolidate the 
floating debt and reduce, in as prudent a fashion as possible, the 
quantity of notes in circulation. But the proceeds of the first 
year of the extraordinary tax on wealth could not have provided 
for this, except to a slight extent. It was therefore necessary to 
have recourse to the issue of a new 5 per cent. voluntary loan, for 
the service of which the proceeds of the thirty years’ tax would be 
employed. 

The abandonment of the plan of the forced loan occasioned on 
the other hand a reduction of the rates owing to the circumstance 
that the contributor would no longer receive any stock in exchange 
for his contribution. Instead of varying from 5 per cent. to 40 
per cent., the rates, according to the Royal Decree of November 
24th, vary from 5 per cent. for estates of It. lire 20,000 to 25 per 
cent. for estates of It. lire 100 mill., according to a formula ad 
hoc. The Treasury, however, feared at the last moment that 
with these rates the yield of the tax would be too low, and was 
therefore induced to abolish—with evident injustice—all deduc- 
tions based on the age of taxpayer, the number of persons com- 
posing his family, and invalidity arising out of the war. 

13. The new complexion given to the extraordinary tax on 
wealth brought with it of necessity a change in the tax on 
increased fortunes. 

Already the scheme of the Technical Committee had aroused 
objection on the part of the manufacturers, inasmuch as it varied 
the rate with the variation in the amount of the total estate, and 
they could not therefore pay the tax on increased fortunes before 
the assessment of fortunes had been completed. This meant a 
serious inconvenience for many joint stock companies which had 
‘been floated or developed in connection with the war and desired 
now to be wound up or to make up their balance sheets and to know 
therefrom quickly and accurately the amount of tax they owed. 

This inconvenience would have been indubitably far greater 
under the new provisions which deferred the definite assessment 
of assets to the next period of six years. Hence arose the neces- 
sity of separating the tax on increased fortunes from the extra- 
ordinary tax on wealth and to make the former an independent 
organisation.' As it was necessary to apply the tax on increased 





1 The tax on increased fortunes was disciplined by the Royal Decree of 
November 24th, 1919, No. 2164. Cf. Gazzetta ufficiale del Regno d'Italia, Novem- 
ber 26th, 1919. 
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fortunes first and independently of the assessment of individual 
fortunes, it became necessary to assess, not the individuals for the 
profits the war had brought them, but the firms for the profits 
they had realised. Companies were therefore assessed in their 
own name and not in that of the shareholders. 

Also the system of taxation was necessarily modified in conse- 
quence, the rate being varied on the basis, not of the total amount 
of the estate at the present moment, but of the proportion between 
the increase in the estate and its amount before the war. An un- 
necessary modification which it would be difficult to justify was 
introduced on the other hand with regard to the object of the tax, 
exempting the increases of estates derived from earned incomes or 
from the income of undertakings not subjected to the excess 
profits tax. The tax on increased fortunes assumed, therefore, the 
character of a complement of the tax on excess profits existing 
during the war. 

14. Apart from this limitation of the taxable increases of 
fortunes, and apart from some defects in the extraordinary tax 
on wealth, such as the lack of rebates and the insufficient severity 
of the assessment of bearer securities, it is certain that, regarded 
as a whole, the organisation of the extraordinary taxes imposed by 
the Royal Decree of November 24th is far preferable to that which 
the Technical Committee was obliged to prepare on the basis of 
the principles fixed by the Government. The advantage, as has 
been shown, is essentially due to the fact that the levy on capital 
had to be abandoned. 

These hesitations and changes, however, brought with them 
some economic and political disadvantages. 

From the economic point of view, the threatened levy on 
capital disturbed, as has been seen, the money market, instigated 
the migration of capital to foreign countries, and depreciated the 
exchange. 

From the political point of view, its renunciation was greatly 
exploited by the Socialist Party in the recent elections, and was 
certainly not one of the most unimportant causes of its gaining 
a success greater than had been anticipated. There are promises 
in politics which may be made or not, but, once made, have to be 
kept, and perhaps the levy on capital was one of them. 

The levity with which the Prime Minister and the Treasury 
Minister inserted the levy on capital in their programme truly 
lacked all excuse. In his financial statement Signor Schanzer 
attempted to justify it by saying: “Just as in the domain of 


science pure mechanics is one thing and applied mechanics 
y 2 
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another, so in the domain of finance schemes which are to be 
realised must take into consideration the inevitable resistance and 
the practical obstacles of time and method to be surmounted.” - 
But how can such an excuse be admitted when scientists, states- 
men and officials had almost unanimously foreseen such resist- 
ance and made note of such obstacles? 

And we ought also to ask: Even if it be true that the extra- 
ordinary tax on wealth introduced by the Decree is much prefer- 
able to a levy on capital, is it really a measure preferable to any 
other? Would it not be better ‘‘to fix beforehand the proportion 
of the tax required for the annual service of the loan and to 
supplement it with a super-tax, 1.e., a progressive surtax on 
incomes subject to the global tax?” “The answer cannot 
be in doubt,” says Flora,! “for the eight millions of owners would 
not any longer be obliged to value and give a return of their 
property ; the tax collecting agencies, whose staffs are so depleted, 
would be released from the hard and costly task of supervision, 
and would be able to devote themselves to the work of the pro- 
gressive tax on incomes; the legal assistants would no longer 
have to initiate thousands of financial actions at law to decide 
controversies with regard to the value of landed estates and taxed 
personal property.’’ 

It cannot be denied that these arguments are sound. And, 
against them, there is little value in the statement that wealth 
bears no proportion to income and that a general tax on wealth 
has the advantage of hitting harder property bearing little or no 
income than does an income tax. Such a statement is, indeed, 
true in general, but is of no value in the particular case of the 
extraordinary tax on wealth as it has been devised in Italy. 
For the purposes of the tax lands and buildings are valued by 
the capitalisation of their income: the prices of securities as 
quoted on the Bourse, on which their valuation is based, depend 
essentially on the income derived from them; money, furniture 
and jewellery are calculated in a percentage of the remaining 
estate. The value of the estate is then finally inferred from the 
capitalisation of the income, so that is much preferable, inas- 
much as it is easier and more speedy to base the tax directly on 
income. 

It is true that a super-tax on income generally would also 
hit earned incomes. But would this really be a disadvantage and 
not rather an advantage? When dealing with the levy on capital 
the Technical Committee acknowledged the theoretical expediency 


1 “Una imposta superflua,” in the Resto del Carlino, Decomber Ist, 1919. 
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and the practical impossibility of assessing human capital as well. 
The practical impossibility is due to the fact that the only 
possible way of charging human capital would have been by a 
tax on earned incomes, which, on the other hand, is not equiva- 
Jent to a levy on human capital, just as a tax on income derived 
from wealth is not equivalent to a levy on wealth. But a levy 
on capital having been abandoned in favour of an extraordinary 
tax on wealth, which, in substance, resolves itself into a tax not 
only paid on income, but also proportionate to income, the 
question arises in another form: Why not force to contribute, 
in addition to incomes derived from real and personal capital, in- 
comes from human capital also, t.e., the earnings of labour? 

The financial expediency of such an extension would not be 
doubtful, especially in Italy where, already before the war and to 
a greater extent still, perhaps, to-day, so large a part of the 
national income is derived from labour, nor do I see what objec- 
tions, either theoretical or financial, could be made to the 
extension. By substituting for the extraordinary thirty years’ 
tax on wealth a super-tax on incomes generally, we should only 
in substance be carrying out such an extension. 

CoRRADO GINI 

Padua, Royal University, January 1920. 


NOTE :-- 


The Royal Decree of April 22, 1920, n. 494 (cf. Gazzetia ufficiale del Regno 
d’ Italia, May 1, 1920) modified some provisions of the Royal Decree of November 
24th, 1919, alluded to in our article. It is not out of the question on the other 
hand that these provisions also should be modified in future. The limit of 
exemption was raised from It. lire 20,000 to It. lire 50,000. The scale of rates 
was modified and made heavier for the larger estates. From 4°5 per cent. for 
estates of It. lire 50,000, we pass to 50 per cent. for estates of It. lire 100 mill. 
The number of years in which the tax is to be paid was diminished from 30 to 
20 years and reduced moreover to 10 years for estates made up of more than 
three-fifths of personal property. For the provisional valuation the definitive 
one will be substituted whatever the difference between the two. The successive 
re-valuations are abandoned, and right of redeeming the tax with a discount at 
6 per cent. a year on the amount advanced is granted the taxpayer. The right 
of the Treasury to proceed to a presumptive valuation of the estate is re-estab- 
lished ; and the capital of Italian citizens which was created or exported abroad 
between August Ist, 1914, and July Ist, 1919, were again subjected to the tax. 
The conversion of the bearer shares of companies engaged in credit transactions 
into registered shares becomes compulsory. For other companies which put into 
circulation bearer shares, the tax on interest and dividends is raised from 5 per 
cent. to 15 per cent. C. G. 
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It has become a commonplace of historical interpretation that 
the great movements of humanity, the rise and fall of nations, 
war and peace, are based upon economic issues. The extent to 
which the economic issues are themselves determined, at any rate 
since mankind became reflective and self-conscious, by preceding 
ideals and aspirations has perhaps been under-estimated. Time 
has been, no doubt, and may be again, when the peoples have 
awaited the actual impulse of hunger to seek new resources by 
migration or conquest; but in our own civilisation the movement 
of causation may almost be said to have been reversed. The 
nations have not waited to be driven into action by hunger, but 
impelled by their own curious imaginings have restlessly struck 
out, now in this direction, now in that, pursuing diverse policies 
devised by their leaders, and attaining prosperity or disaster as it 
would seem almost by chance. It has been said that in the sphere 
of economics theory is only the outcome of the economic conditions 
of the moment ; it is quite as true to say that the economic condi- 
tions of one day are mainly the outcome of the economic theory of 
the day before. 

We may illustrate this view by taking some salient pointsin the 
history of economic theory and its influence on practice during the 
nineteenth century ; and begin at the beginning with the appear- 
ance in 1800 of Fichte’s remarkable treatise, Der Geschlossene 
Handelsstaat—‘The Self-contained Economic State.’’ In that 
treatise we find expounded so much of the policy subsequently 
pursued by the author’s countrymen, and indeed by statesmen of 
many other countries, that it is difficult to believe that they were 
not consciously following it as a text-book. There are concentrated 
in it, as in a magic mirror shadowing forth the future, aspirations, 
ideals, and imaginings which, fitfully and even capriciously pursued 
throughout the nineteenth century, have shaped the destiny of the 
twentieth. 

The ideal which Fichte sets before us is that of a State com- 
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pletely closed to all commercial intercourse with other nations, 
and, indeed, with trifling exceptions, to all intercourse. Each 
State is to be self-sufficing, and to develop its own peculiar powers 
and capacities in isolation. This is for him only the logical com- 
pletion of the process by which the nations have separated them- 
selves out from the great Roman Empire of Christian Europe. 
It is only in its economit relations that Christian Europe still 
remains one great State. ‘‘ All arrangements which permit or 
assume the direct intercourse of a citizen with the citizen of 
another State, really regard both as citizens of one State, and are 
the survival and results of a Constitution long since done away 
with, remnants of a past world ill-adapted to our own. Systems 
which demand freedom of commerce, claims to buy or find a 
market in the whole known world, have descended to us from 
the way of thinking of our forefathers, to whom they were suited ; 
we have accepted them without inquiry, and, having become 
accustomed to them, it is not easy to substitute others.’’ 

The necessity for completing the process by making the State as 
self-contained economically as it is in other respects, lies in the 
need of ensuring a just distribution of goods amongst its citizens. 
This can only be done by the State determining the whole eco- 
nomic structure, fixing the numbers who are to work in each 
branch of production and manufacture, ensuring to everyone his 
opportunity of work, and settling the rates at which goods and 
services shall be exchanged. But this is obviously impossible while 
foreign goods are free to enter the country and disturb the desired 
equilibrium. Hence the resort to Protection in its most extreme 
form—that of total exclusion. ‘‘ The State is bound to secure for 
its citizens by law and force the conditions resulting from this 
equilibrium. But this it cannot do if any one can affect the 
equilibrium who is not subject to its law and control. Hence it 
must absolutely exclude the possibility of such an influence. . . . 
All traffic with the foreigner must be prohibited to its subjects 
and made impossible.’’ That this involves an encroachment upon 
the freedom of the people is a matter of indifference to Fichte. 
Freedom in matters of commerce means freedom to drive hard 
bargains, to act unjustly, and to ruin the weaker party in the 
economic struggle. For him one man’s gain is another man’s loss, 
and not until the very end of his treatise does he recognise inci- 
dentally that there may be two profits on a bargain. He writes 
with contempt of the men who will not live by rule, but would 
attain their ends by cunning and fortune: ‘‘ It is these who call 
incessantly for freedom, freedom of trade and industry, freedom 
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from supervision and policy, freedom from all order and morality.’’ 

How, then, is the change to bemade? There are many degrees 
of Protection ; imports may be discouraged to almost any extent 
and exports encouraged, and many States have in this way endea- 
voured to secure that there shall always be a flow of gold into 
their country: But all these expedients which only partially 
exclude foreign trade fail of their end, and bring with them new 
evils of smuggling and revolt and great expenditure on officials. 
The one decisive and effective step (was Fichte thinking of 
Sparta?) is to withdraw all gold and silver—all world-money— 
from the hands of the citizens, and replace it by a money which 
will be current only within the State (and did he foresee the war 
finance of this century?). Then, he maintains, trade will at once 
of necessity cease, since the citizen will have no money which the 
foreigner will accept in return for his goods. 

Strictly speaking, every citizen should be satisfied with the pro- 
ducts natural to the land in which he lives, but in so far as he will 
have been brought up in the enjoyment of foreign products, it 
will be only fair that the State should provide these so far as 
possible ; that is to say, so far as they can be produced or manu- 
factured within the State. Certain products cannot be grown in all 
soils, but it will not be difficult to find substitutes for these if 
sufficient trouble is taken—e.g., cotton may be replaced by culti- 
vated grass seeds. (Fichte would have been gratified by the in- 
genuity of his countrymen in later days in devising substitutes.) 
The process of acclimatising products and of introducing new arts 
will be expensive, but the Government will have at its disposal 
a vast treasure consisting of the confiscated gold and silver. 

Another expedient to facilitate the change is introduced by the 
theory of ‘‘ natural frontiers.’’ ‘‘ Certain portions of the earth’s 
surface, together with their inhabitants, are obviously intended by 
Nature to form political wholes.’’ That is to say, they are not 
only strong in a military sense, but are also productively inde- 
pendent and self-sufficing. As nations at present stand, they are 
imperfect in this respect, and feel constrained to ‘‘ round them- 
selves off ’’; they feel that they want a fruitful province here, or 
mines or salt-works there. Now the State which is about to close 
itself to foreign trade must first of all complete itself in this way 
by acquiring any territory it desires. It will be quite easy. Its 
acquired treasure will enable it to arm itself, and also to hire 
foreign help, to such an extent that it will be irresistible, and may 
attain its object almost without a blow ; and once the operation has 
been carried out it can issue a manifesto promising never again to 





1920] THE RACE FOR THE CHINAMAN’S NIGHTCAP 311 


exceed its own boundaries. From now onward it will need no 
standing army, further than is necessary to maintain order, since 
it has undertaken to abstain from any intervention in the political 
affairs of other States, and therefore has little need to fear an 
attack. But lest there should be such, all citizens are to be trained 
to arms. One State after another will follow this example, until 
all the nations of Europe are closed to one another : closed even to 
travel, since only scholars and artists will be allowed the privilege 
of visiting other countries for the purposes of study. 

We may ask whether Fichte seriously thought this the highest 
ideal at which to aim, a world in which the nations hold each 
other at arm’s length, like members of a family afraid to speak for 
fear of quarrelling. The answer would seem to be that for practical 
purposes he did, though he was not without a vision of something 
better: ‘‘ The extensive system of world trade has been much 
praised for the advantages it yields in mutual knowledge between 
nations, and the many-sided culture arising therefrom. Well and 
good, if we were really peoples and nations, and if there were any- 
where a strong national culture, which by the intercourse of 
peoples might pass into a culture which should contain all and be 
purely human, blending all together. But it seems to me that in 
attempting to be everything and to be at home everywhere, we 
end in being nothing true and whole, and find ourselves at home 
nowhere.’’ In other words, nations are best prepared for member- 
ship of an international community by developing their individual 
capacities and needs in isolation and without reference to each 
other’s needs and capacities. A strange doctrine, surely, to be 
maintained by a philosopher ! 

Reflecting upon the subsequent history and influence of the ideas 
embodied in this picture, we may note first that Fichte’s sole object 
is the equal welfare of all members of the community. He does 
not seem to have contemplated the favouring of any one class, 
though naturally the workers would benefit most by the change ; 
nor is there anything to suggest the aggrandisement of any one 
State, though no doubt he hoped that Prussia might be the first 
to enter upon the new way of life. His successors have seldom 
achieved the same impartiality. In recommending their policy of 
exclusiveness, whether total or partial, they have urged the certain 
aggrandisement of that nation only to which they belonged, and 
have also made their appeal to the interests of particular sections 
of the community. So Carey advocated his system of complete 
Protection in the interest of capitalism, maintaining that it was 
necessary to the establishment of capitalist industries and to the 
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creation of a class of hired workers for their use. So, on the other 
hand, Greeley supported his ‘‘ Chinese Wall’’ policy by the argu- 
ment that American labour must be protected by a tariff; and 
Chamberlain declared that he would not look at Protection unless 
he could promise that it would assure a large scheme for the pro- 
vision of pensions, while his disciples have dwelt upon the greater 
security of employment to follow upon increased exclusiveness. 
So, again, Wagner defended his agrarian policy by the suggestion 
that if the price of bread should be increased thereby, the proceeds 
of the corn duties could be devoted to the welfare of the workers. 
The philanthropy of the later economists rings with a less certain 
sound than that of Fichte, not so much because of any conscious 
lack of sincerity as because they lack his singleness of purpose. 
To our modern way of thinking there is less to be said for 
Fichte’s theory of ‘‘ natural frontiers,’’ and the consequences he 
deduces from it, though here, again, we may recognise his sincerity 
and singleness of purpose. He really did believe that in such 
annexations as he demanded a State would be merely carrying out 
the designs of Nature, and therefore committing no wrong. We 
find the same policy urged by Friedrich List, the economist who 
perhaps more than any other has stimulated the German people 
to good and to evil. In the Introduction to his National System 
he writes : ‘‘ The territory of some nations is not of great extent, 
nor supplied with many natural resources, the mouths of its rivers 
are not within its boundaries, and it does not form a homo- 
geneous whole. Such a nation cannot apply the protective system 
at all, or only with imperfect success, until it has first supplied 
its deficiencies by conquest or treaty.’’ And, again, in the body 
of the work: ‘‘ As yet the apportionment of territory to the 
European nations does not correspond to the nature of things . . . 
it must not be ignored that rectification of territory must be 
reckoned among the most important requirements of the nations, 
that striving to attain it is legitimate, that indeed in many cases 
it is a justifiable reason for war.’’ With more particularity, he 
urges that Germany should annex Holland, Belgium, and the 
Hanse towns; and elsewhere that Holland and Denmark belong 
by descent and character to the German nationality, which by 
their annexation would gain much-needed fisheries and naval 
power, maritime commerce, and colonies. It may be that the 
statesmen have required little encouragement from the economists, 
but we need only think of Nice and Savoy, of Schleswig and 
Alsace-Lorraine, to say nothing of abortive attempts upon Belgium 
and Holland, to feel that theories justifying the arbitrary annexa- 
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tion of “fruitful provinces, mines and salt-works ’’ have not been 
without their influence. Later economists have talked more of 
customs-unions than of annexation, but perhaps not always with- 
out the tacit understanding that the one would ultimately lead to 
the other. Naumann’s Central Europe, e.g., certainly involved 
very much more than a customs-union. But when it comes to the 
question of overseas annexations, there is no reserve on the part of 
either economists or statesmen. The former are insistent in 
urging the necessity of securing the products necessary to supply 
home deficiencies, the latter show little or no reluctance in follow- 
ing their advice, and the theory of the ‘‘ natural frontier’’ is 
supplemented by that of the “ self-sufficing Empire.’’ 

But before the conception of the self-sufficing :mpire prevailed, 
that of “national development in isolation ’’ had found supporters 
among many economists, and exerted an influence of a widespread 
and pernicious character—-pernicious not only from an inter- 
national point of view, but also, if the present contention is right, 
to the nations themselves which framed their policy in accordance 
with that conception. 

The most influential advocate of ‘‘ development in isolation,’ 
both in Europe and in America, was undoubtedly Friedrich List ; 
and it may be questioned whether the immense service which he 
rendered his country by promoting the Zollverein was not more 
than outweighed by the poison distilled by his followers from 
theories developed in his National System. Like Fichte, he did 
not himself regard economic isolation as the highest ideal ; 
but like Fichte again, he did regard an exclusive development 
as the essential preliminary to freedom of intercourse. “Eternal 
peace and freedom of trade go hand in hand,’ he wrote to 
President Jackson in 1830; but before that time can come the 
nations must attain to as nearly as possible the same stage 
of economic development (System, passim). For him the 
stages of economic development are well defined, and his bril- 
liant historical survey aims at showing how economic communi- 
ties always do, and always must, pass through the same stages in 
the same order. Up to a point, no doubt, his contention holds 
good ; but it is doubtful whether any useful lesson can be drawn 
from the comparatively simple economic conditions of the past for 
the immense complexity of the present. Venice and other Italian 
City States, for instance, passed through no stage even approxi- 
mately like our Factory System, and yet it is almost entirely the 
Factory System which List has in mind when he urges the 
necessity, on the ground of past experience, of every nation 
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developing its manufacturing stage to the full before entering into 
free intercourse with other nations. The fact is that a new econo- 
mic phenomenon had appeared in the world, and to appeal to the 
past for the elucidation of its significance was almost of necessity 
misleading. List and his disciples were dazzled by the rapid in- 
dustrial and commercial development of England ; they measured 
her prosperity entirely by the extent of her foreign trade, and 
were strangely blind to the dark side of the picture. They ignored 
the desperate sufferings of the working classes, and the growth of 
insanitary and overcrowded cities, which were to give rise to a 
century of ‘‘ social problems’’ ; and did not pause to ask whether 
a nation might not achieve a more fundamental prosperity by 
allowing its industry to develop quietly. England, they said, had 
achieved these brilliant results by means of Protection, and Pro- 
tection must be the instrument by which the other nations should 
follow.as quickly as possible in her footsteps. 

It was in America that List first formulated his theory, largely 
impelled by the strong Protectionist interests already prevailing 
there ; and it is in America that both theory and practice have 
been driven to the furthest extreme (though perhaps with a less 
consistent application than in France). Nowhere else has the 
doctrine of the ‘‘ Chinese Wall ’’ found such ardent and outspoken 
advocates, from the days of Carey down to the ingenious Simon 
Patten of our own time, who renews Fichte’s contention that men 
should be content to live on the natural products of their own soil, 
and so avoid the dangers of intercourse with their fellow-men in 
other parts of the world. And nowhere else has the tariff policy 
of a country so frequently approximated to the total prohibition 
of imports. 

From America List carried his doctrine to Germany, where he 
published the National System in 1841. It was a bold thought 
at that time, says Dr. W. Lotz, to declare that the future of 
Germany depended on Grossindustrie, and to adapt German 
commercial policy to its interests, for in those days Germany was 
mainly occupied in agriculture and small industries. But, if bold, 
it was no more than the logical outcome of List’s theory. For him 
the manufacturing stage meant Grossindustrie, and since Ger- 
many had to pass through it, the sooner the better. Only so could 
she hope to challenge the commercial supremacy of England. 
‘‘Germany must abolish her internal tariffs,’ he writes in his 
preface to the first edition, ‘‘ and by the adoption of a common 
uniform commercial policy towards foreigners, strive to attain to 
the same degree of commercial and industrial development to 
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which other nations have attained by means of their commercial 
policy.”’ 

The ‘‘ foreigner ’’ in this connection is primarily England ; and 
it was his feeling of animosity towards England which made List’s 
teaching so dangerous for his country. It was a feeling curiously 
compounded of hostility and admiration, and there were times 
when it seemed possible that the latter would predominate. It 
never did so, and for the cause of his inveterate hostility we must 
probably look to the influences brought to bear upon him during 
his stay in America. He was always singularly open to impressions 
of his surroundings, and many of the Americans of his day were 
from the generation which had fought with England; they still 
regarded her as their commercial enemy, and their hostile tariffs 
were to them the weapons in another war of liberation. (Even in 
the next generation Protectionists were always able to arouse 
popular sympathy by declaring that their opponents were bribed 
with British gold.) It is likely also that Carey, son of an Irish 
exile, influenced him in the same direction. 

It was this spirit which List carried back with him to Germany, 
and to which he constantly gives utterance in his great work. 
England’s advances towards a commercial treaty he interprets as 
an attack upon German industry, and he delights in quoting 
infelicitous utterances by arrogant English statesmen on the 
necessity of maintaining the English hold in the German markets. 
He dwells upon the prestige and wealth of England and English 
commerce, and finds its source partly in her ruthless exploitation 
of weaker peoples, partly in that very policy of Protection which 
she was now urging the peoples of Europe to forgo. One of his 
arguments for the annexation of Holland, Belgium, and the Hanse 
Towns is that England would thereby be cut off from the 
European markets; and his hostility culminates in an appeal to 
the Continent as a whole to unite in combating the ‘“‘ insular 
supremacy.’’ The seed fell upon fruitful ground, for even before 
its publication, Sir John Bowring had noted how the public papers 
diligently represent the British Government as plotting the ruin 
of German industry. 

But even such hostility as this might have been comparatively 
innocuous in its effects if it had not been accompanied by jealous 
admiration. It was owing to the combination of feelings that 
Germany became obsessed by the idea of rivalling England on 
her own ground, instead of developing on really national lines. 
England, by means of Protection, had developed enormous textile 
industries, and her goods had created a new demand in Germany. 
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Let Germany exclude those goods by Protection, and she also 
would be able to develop enormous textile industries. She did so, 
and with the same results; rapid increase of population, crowding 
into the towns, gradual abandonment of agriculture, dependence 
upon foreign countries for raw materials and food, and the 
necessity of finding foreign markets for her surplus manufactures. 
This last was perhaps the most serious problem. Cobden, in one 
of his speeches, quotes a Manchester manufacturer, who calculated 
that if every Chinese man only bought a cotton nightcap a year 
from us, it would add 20 per cent. to the demand for our staple 
industry. Neither economists nor statesmen seem to have foreseen 
that by merely duplicating England’s production, Germany would 
inevitably crowd into the same markets until one after the other 
was overstocked ; and through the greater part of the nineteenth 
century the efforts of the two countries towards commercial ex- 
pansion may be described as a race for the Chinaman’s nightcap. 
That the expectation of profits sometimes proved to be illusory 
has only added to the fierceness of the competition. 

By 1848 List’s programme had been in the main carried out 
(Lotz), and a movement began to gather strength in Germany in 
favour of a Free Trade policy. This movement also was mainly 
inspired by England’s example, and perhaps its most effective 
promoter was a naturalised Englishman, who was a member of 
the Cobden Club. The time had come in Germany, it was urged, 
as it had in England, when the great industries, more especially 
iron and textiles, could take care of themselves, and the interest 
of the consumer could be safely consulted. Unlike the English 
manufacturers, however, the great industrialists of Germany were 
for the most part opposed to the movement, and it was not until 
the early ’sixties, when the politicians—notably Bismarck—saw in 
it an opportunity for baffling the ambitions of Austria, that it had 
any great success. Even then there was no Free Trade in any 
true sense, but only the embodiment of lower tariffs in a series of 
treaties, which became a weapon in the hands of the Protectionists 
when the time for revision came, and the statesmen had no further 
need politically for Free Trade. 

Looking back upon this time, Dr. Paul Voigt wrote in 1900: 
‘‘In the middle of the nineteenth century German national 
economy stood firmly on its own feet; its agriculture still pro- 
duced all really indispensable food, certainly 95 per cent. of the 
total food consumption ; only a small fraction of food was drawn 
from abroad, mostly Colonial wares, which were mere luxuries, 
and in the worst case could be dispensed with. Moreover, home 
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agriculture and forestry (also mining) yielded by far the greater 
part of the raw material needed for industrial manufacture. The 
most important German industry, the textile, was absolutely 
dependent for its raw material only so far as concerned cotton 
and silk, hence only for the smaller half. Woollen and linen 
manufacture still depended almost entirely upon German sheep- 
breeding and flax cultivation. The other German industries . . . 
needed only to a very small extent raw material from abroad, 
or were still based entirely upon home produce. The German 
Volkswirthschaft afforded the beautiful picture of harmonious de- 
velopment, and of right proportion in all its parts; it was an 
edifice resting on a sure foundation.”’ 

No doubt, the Germany here described looks fairer to those 
who see it in the light of the later development of the industrial 
State with its overgrown towns, its depopulated countryside, and 
its ominous dependence upon foreign sources of vital necessaries, 
than it did to contemporary observers ; but the Free Traders who 
resented the artificial fostering of the large industries may well 
have had some premonition of its consequences. And if the greater 
freedom for which they worked had achieved more permanent 
results, the harmonious development of economic Germany might 


have proceeded on lines which would have ensured for her a har- 
monious development in the world-markets as well as at home. 
As it was, Grossindustrie and the idea of competing with 
England had seized upon the nation, and dominated its future 
policy throughout all subsequent alternations between greater and 
less exclusiveness. List became once more the economic oracle at 
the end of the ’seventies, and the Protection which he desired 


9? 


only for ‘‘infant industries ’’ was demanded by industries full- 
grown and even overgrown. And as production increased beyond 
all apparent possibility of absorption by the home market, the Free 
Traders themselves came to recognise the overwhelming strength 
of Grossindustrie, and based their arguments upon the necessity 
of securing markets abroad and securing foreign food supplies. 
It was the same fear of exclusion from foreign markets and conse- 
quent failure of the food supplies, which moved the more cautious 
of the economists to press for stringent Protection of the agrarian 
interests, even at the risk of curtailing industry and foreign trade. 
Greater independence through keener competition is the one 
policy; greater independence through greater exclusiveness the 
other ; and it is interesting to find Professor Wagner reverting in 
support of the latter to the old argument that it will be easy to 
acclimatise many of the products now derived from abroad. 
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For the main cause of this uneasiness about food supplies, we 
must look to the idea of the ‘‘ self-sufficing Empire.’’ Throughout 
the second half of the century this conception had been gathering 
strength with accelerating speed, and had become increasingly 
influential in determining the policy of nations. But nowhere 
had it such a hold upon the imagination as in Germany, where 
economists and statesmen pictured themselves as surrounded by 
self-sufficing world-empires, closing themselves, or threatening to 
close themselves, to the outside world, and so to exclude Germany 
from the sources of food and raw material. The Geschlossener 
Handelsstaat, which Fichte set before his countrymen as an ideal, 
has become just a century later not only an ideal, but a nightmare. 
In 1900 a group of Berlin professors delivered and published a 
series of lectures in which they envisage the world as cut up by 
the great Empires—Russia, Great Britain, France, America— 
into enclaves from which German trade is to be excluded. They 
solemnly prophesy total economic destruction for their nation 
unless by a great manifestation of force she can either break down 
this exclusiveness or acquire such new territory as may enable 
her also to become a self-sufficing economic unit. And it was this 
policy—the violence of a strong man struggling against a night- 
mare—which brought about the world catastrophe. 

We need say nothing here of England’s policy of exclusion, in 
the days when she trusted to Protection for the development of 
her economic resources, and achieved prosperity at the cost of 
European hostility. But France also has been dominated by the 
idea of development in isolation, and has pursued it with perhaps 
greater consistency than any other nation, if not with such extra- 
vagance as America. Her movement towards Free Trade in the 
‘sixties was forced upon a reluctant people for political reasons, 
and never found any real acceptance. And France also has been 
animated in the past by hostility towards England quite as active 
and more whole-hearted than that of Germany and America. More 
whole-hearted, because it has been unaccompanied by any desire 
to imitate. Rather, it would seem, the example of England has 
tended to act by way of ‘‘ contrary suggestion.’’ Writing in the 
Revue des Deux Mondes on the occasion of Bastiat’s death, M. 
Reybaud says : ‘‘ Of all the prejudices which reign among us, there 
is none more deeply rooted than distrust of England. It is enough 
that England leans to one side for us to incline to the other. 
Everything which England proposes is suspected by us, and we 
not unwillingly detect an ambush in all measures. In matters of 
trade this disposition is especially manifested. In vain we imagine 
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that England in her reforms has only her own interests in view— 
her true object is only to mislead and ruin us by her seduction ! 
If we give way we shall be fools and dupes. Such is the language 
of national opinion ; and although enlightened men resist it, that 
opinion does not the less prevail and exhibit itself on all occasions.”’ 

Thus it came about that, unbiassed by the desire to follow in 
England’s footsteps, Franee has pursued her policy of self-develop- 
ment with as much exclusiveness as the limitation of her internal 
resources would permit ; an exclusiveness which has become more 
easy for her, since her growing colonies have enabled her to 
supplement home production from within the limits of the Empire. 
(Under the tariff of 1892, duties on industrial products show an 
average increase of 69 per cent. over the tariff of 1881.) And it 
will hardly be denied that industrially, perhaps also in other ways, 
she has achieved greater individuality than Germany. Her 
strength, that is, does not lie in the large production of cheap 
goods with which England and Germany flood the markets; but 
in the production of more specialised and more choice commodi- 
ties which have comparatively little to fear from competition. 

It is interesting to note that economists are beginning to recog- 
nise that one hope of the future lies in the greater specialisation 
of production among the nations. So Lotz on the one side, and 
perhaps Wagner on the other, look forward to the time when the 
nations will protect only their specialities. But the specialisation 
which will lead to international harmony must not be based upon 
a policy of exclusion; it must be developed under conditions of 
the closest intercourse with the other nations of the world. Only 
the greatest freedom of constant readjustment and adaptation 
can enable a nation both to maintain its own characteristic develop- 
ment and to play its part in the living organism of a group of 
nations. Restraint anywhere must mean friction and failure of 
adaptation ; it is as with a plant, which thrives best when left free 
to adjust itself to changes in its environment. And though the 
development of a nation in free intercourse with other nations will 
doubtless be different from what it would be in total or partial 
seclusion, it need not be less significant, less prosperous, or less 
independent. 

It is by this way of differentiation, again, that the world must 
meet the bugbear of over-production which haunts one school of 
economists. ‘‘In isolation our wants exceed our powers,’’ said 
Bastiat; ‘‘ in society our powers exceed our wants.’’ But this is 
to ignore the infinite expansibility of human wants, and to assume 
too rashly that, because humanity has shown a tendency to become 
No. 119.—voL. xxx. a 
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sated with the products of Grossindustrie, there is no further outlet 
for industrial skill and inventiveness. 

It is sometimes objected that this theory of specialisation only 
means that some nations are to remain in economic subjection, as 
hewers of wood and drawers of water to the more wealthy—that 
Serbia, ¢.g., should be condemned to do nothing but breed pigs for 
the rest of Europe. We reply, No, but it does mean that if a 
large number of her people find pig-breeding a congenial and 
healthy occupation, they shall be left free to follow it, while the 
remainder develop their national handicrafts quietly and charac- 
teristically, and are not forced by a combination of economists, 
capitalists and statesmen to submit to the Factory System in 
accordance with a preconceived notion of what progress consists in. 

It is sometimes urged, again, that the best method of securing 
co-operation among nations is by means of commercial treaties 
(see, €.g., Gide, Principes). But from our point of view, even 
these are to be deprecated. No doubt they may replace hostility 
by a temporary modus vivendi, and may tend to steady industry 
for a given term of years; but changes when they do come are 
likely to be more violent and destructive of capital and organisa- 
tion than if they had come by a series of gradual adaptations, 
which would give employers and workers a chance of re-adjusting 
themselves. Moreover, even co-operation is not necessarily har- 
mony, and experience has shown that the framing of treaties may 
lead to the bullying of weak States by strong ones (e.g., Germany 
in the Balkans, and the European Powers in China), and to de- 
vastating tariff wars between States of more equal strength. 

It is the imperative need for a real international harmony 
which forms the strongest argument for complete freedom of trade 
from artificial restrictions in the supposed interests of industry. 
The argument based upon economy of production always leaves 
it open to the Protectionist to reply that he is quite aware of the 
economy of foreign trade, but that there are more important con- 
siderations than economy to be taken into account—-primarily the 
better development of home industries. France especially seems 
justified in taking this position, in view of the fact that, not- 
withstanding her inferiority in foreign trade she can show (or 
could before the war) a greater wealth per head of her population 
than Germany. But what she cannot show is that her policy has 


conduced to harmony among the nations. 
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THE GUILD SOCIALISTS 


OF the various “ways out” of our unsatisfactory industrial 
system, Guild Socialism makes the strongest appeal to the 
generous spirit of the youth of to-day. It stands midway between 
State Socialism and Syndicalism, and claims to avoid the dangers 
of both extremes. In Guild Socialism, the State will own the 
means of production, and -the rank and file of the workers will 
manage the processes. Thus, we shall guard against the bureau- 
cratic rigidity which is inevitably associated with State manage- 
ment, and avoid the risk of exploitation by the producers, which. 
is not unlikely to arise in a syndicalist society. 

The Guild Socialists expound their philosophy in persuasive, 
and often picturesque language. They are naturally not in com- 
plete accord over minor matters, and differ even on questions of 
principle. They are seldom quite definite either about the details 
of their scheme, or the methods for bringing it into operation. 
They are naturally alive to the danger of setting up a definite posi- 
tion on questions necessarily controversial. And they are undoub- 
tedly right in the view that when a fundamental change in the 
basis of society is contemplated, the method must be left to the 
necessities of the moment, and the details to be worked out by 
experience. All have the same ideal, though they concentrate 
on different aspects of the question. Thus, in criticising existing 
institutions, Mr. G. R. Stirling Taylor’s bugbear is “Centrali- 
sation”: Mr. Arthur J. Penty’s “Overproduction.” Mr. 8S. G. 
Hobson, Messrs. C. E. Bechhofer and Maurice B. Reckitt, and 
Mr. G. D. H. Cole dwell particularly on the evils of wage-slavery, 
and the advantages of freedom and self-government. None of 
the writers—with the exception of Mr. Hobson, who is very ex- 
plicit—find it worth while to discuss capitalist arangements in any 
detail; all agree that the taking of wages for work done, and 
especially the taking of wages in any sort of proportion to work 
accomplished, is in the last degree humiliating to the worker. All 
are satisfied to assume that the wickedness of the system demands 


its immediate abolition. 
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Mr. Stirling Taylor is most trenchant in his denunciation of 
the repulsiveness of our modern industrial civilisation. The old 
Guild system gave us “the miraculous beauty of the stained glass 
of Chartres,”! that subtle complexity of human endeavour which 
we call Florence and Padua, while modern society “has vomited 
up Liverpool and Clapham.”? We can, if we will, get back to the 
glories of the past by giving up our ideals of progress and produc- 
tion for profit, and re-organising society on the lines of the ancient 
Guilds. The key is organisation by function, as opposed to poli- 
tical organisation by district. Within the Guild, there must be 
complete democracy, and above all the Guild State must avoid 
centralisation, which inevitably means the triumph of the 
governors over the governed. 

According to Mr. A. J. Penty,’ the cardinal sin of our indus- 
trial system is overproduction. Society before the War had got 
into a cul-de-sac, from which there is no way out, but only a way 
back. The War was not a colossal accident, but the necessary 
outcome of general overproduction, and the consequent struggle 
‘for markets. § There is, according to capitalistic aspirations, no 
limit to the possibilities of production, but there is a definite limit 
to the possibilities of consumption, a limit which we have already 
reached. In the middle ages people spent their surplus wealth 
on things of beauty. But when Protestantism relaxed the Usury 
Laws, instead of spending their surplus, people invested it, and so 
began the vicious circle of overproduction. Mr. Penty urges a 
return to medievalism, but he does not indicate how, in the 
absence of plagues and other medieval visitations, our industrial 
population can adjust itself to the limits which medizval methods 
would impose. 

There are four questions which Guild Socialists must deal with, 
if their system is to be accepted as a positive and practical scheme. 
(1) What will be the relation of the Guilds to the State? (2) 
What will be the relation of the Guild to the individual? (3) How 
will the product of industry be distributed? (4) And lastly ; how 
will the Guild State be brought into being? 

The writers whom we have already quoted, work out their 
answers to these questions with varying degrees of clarity and 
attention to details. | According to Mr. Stirling Taylor, a great 
deal of work which in our unregenerate State is assigned to 
Government Departments, will be absorbed by the Guilds them- 
selves, e.g. Education, Public Health, etc. Foreign Affairs, and 


1 The Guild State, by G. R. Stirling Taylor, p. 33. 
2 Guilds and the Social Crisis, Ch. I., by Arthur J. Penty. 
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the maintenance of an Army and Navy, will still be State func- 
tions (the latter, it is hoped, will only be a temporary need). The 
fixing of national minima of remuneration, and maxima of hours, 
and the standard rules for health conditions, will be State duties. 
So also, the passing and applying of criminal laws, laws of con- 
tract, etc. But the most vital function of the State will be its 
right to control industry by granting charters to the Guilds, each 
Guild probably paying a tax or rent in return for its charter. 

The weak spot of Mr. Taylor’s plan is that he gives us no real 
indication of what the State is to be. Since the Guilds are to 
derive their authority from the State, the source of this authority 
is an institution of fundamental importance. But although he 
pours ridicule upon our existing electoral methods, the writer is 
unable to suggest a substitute. His attacks on territorial repre- 
sentation are sound enough, but since his system requires a State 
to complement the Guilds, and since he cannot give us an alterna- 
tive State, his arguments in the end rebound against his own 
position. 

Mr. Penty also conceives the chief function of the State to 
be the chartering of the Guilds, thus enabling production to be 
organised on an equitable basis, and society to be protected from 
the depredations of the rogues who would otherwise prey upon 
their fellow-creatures. We may conclude from his writings that 
he would be satisfied with any form of State which could be fitted 
into his Guild organisation. 

Mr. G. D. H. Cole! leads his readers into an impasse and 
leaves them there. According to his view, men are bound 
together in a variety of forms of association, among which, though 
none is absolutely sovereign, two stand out predominantly. These 
are Associations of producers and Associations of consumers. 

The Trade Unions are Associations of producers which will 
merge into Guilds, and “the various Guilds will be united in a 
Central Guild Congress, which will be the supreme industrial 
body, standing to the people as producers in the same relation as 
Parliament will stand to the people as consumers.”? Again: 
“Neither Parliament nor the Guild Congress can claim to be 
ultimately sovereign : the one is the supreme territorial associa- 
tion, the other the supreme professional association.” * 

We seem, therefore, to be left with a Dualism, but while the 
duties and prerogatives of the Guild Congress are clearly defined, 
the functions of Parliament are left in the shade. We are not to 


1 Self-Government in Industry, pp. 71-99. 
2 Ibid., pp. 86-87. 
3 Ibid., p. 87. 
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suppose, however, that Parliament will have the vital function 
assigned to it by the writers previously mentioned, of granting 
charters to the Guilds, for Mr. Cole expressly states that : “We 
cannot conceive of an association of producers deriving its right 
to exist from an association of users.” 

Mr. Cole is alive to the possibility of conflict between his two 
independent authorities, and admits that a single Guild may have 
a quarrel with Parliament. Who is to be the arbiter? Apparently, 
“‘some joint body representative equally of Parliament and the 
Guild Congress”. For this sovereign body, however, Mr. Cole 
does not appear to have much enthusiasm, and it is left even 
vaguer than Mr. Taylor’s territorial Parliament. 

The relation of the Guilds to the individual is a less difficult 
question, and we find more agreement between various writers in 
matters of detail. All are agreed that the Trade Unions—when 
they have succeeded in purging themselves of the vices of Craft 
Unionism, and when they have absorbed the “‘salariat” and the 
technical workers within their ranks—will become the Guilds of 
the future. It seems generally accepted that no Guild will be 
guilty of any desire to exploit the Community in its own interest. 
This is a capitalist failing, which will end with Capitalism. Mr. 
Stirling Taylor, dealing with the suggestion that a Mining Guild 
might consult its own convenience at the expense of the Commu- 
nity, dismisses the objection very briefly : “The argument is based 
on the knowledge that the present capitalistic traders who control 
industry consider little else but their personal interests. So the 
objection has little weight.”! He gives away the position, how- 
ever, by maintaining that even if the miners should put their 
own interests before those of the Community, the self-interest 
of many miners is preferable to that of a few minc-owners. 

Mr. G. D. H. Cole is more cautious. He is not satisfied that 
the vulgar desire to grab will become extinct, but a Guild society 
can protect itself. Should any Guild fall so far from grace as to 
endeavour to make specially good terms for itself, its attempts can 
be frustrated either by a regulation of the price of its products, 
(imposed by some authority external to the Guild) or by some 
system of levy or taxation on Guild incomes, which will skim off 
any surplus that might otherwise take the form of profit. 

Mr. Cole takes it for granted that each Guild will include all 
the workers in its particular industry : the Engineering Guild will 
include all the Engineering establishments in the country, the 
Building Guild all the builders, etc. Messrs. Bechhofer and 
Reckitt state very emphatically that each National Guild must 

1 The Guild State, p. 44. 








1920] THE GUILD SOCIALISTS 325 


have a complete monopoly. Mr. Stirling Taylor, on the other 
hand, welcomes the idea of competing Guilds, but maintains that 
competition between Guilds will be something very different from 
the deplorable scramble between individual capitalists. 

The remuneration of the individual Guildsman will doubtless 
be a matter of considerable interest to him, though in the writings 
of the exponents of Guild. Socialism it seems a subordinate ques- 
tion. Mr. Stirling Taylor supposes that the State will settle a 
minimum wage, and beyond this “one imagines that each Guild 
will be allowed to distribute its surplus as the members decide by 
a vote of the majority. It is very improbable that they will vote 
at first for equality of wages.”! Mr. Stirling Taylor would 
apparently not skim off the surplus of each Guild’s earnings, for 
he contends that the Guilds will be as anxious to secure efficient 
managers as the capitalists are to-day, and for the same reason— 
the increased prosperity of the business. 

Messrs. Bechhofer and Reckitt reject absolutely any idea of 
remuneration in relation to output. The Guilds will hand over 
to the Guild Congress all monies received in payment of their 
products, and in return each Guild will receive from the Congress 
the remuneration required for its own members on a basis of 
numerical membership. The amount apportioned to each Guild 
then, is to be in exact proportion to its membership. The manner 
of distributing the remuneration within the Guild, however, shall 
be at the discretion of each Guild. It would seem, therefore, at 
the first blush, that absolute equality of remuneration for every 
kind of work—whether teaching, weaving or scavenging—was 
aimed at, but it is not quite clear why this exact numerical 
standard should be set up from without, if the Guild can after- 
wards proceed to upset it from within. 

Mr. G. D. H. Cole gives us very little information in Self- 
Government in Industry regarding the remuneration of the 
individual Guildsman. On the principle that it is the work and 
not the remuneration that matters, he is chiefly concerned with 
the organisation of industry, and the necessity of securing com- 
plete freedom and self-government for the workers. “The Works 
will supply its products to the District Committee for purposes 
of distribution, and the District Committee will pay it accord- 
ing to the price lists fixed by the National Guild for what it pro- 
duces, quality as well as quantity being, of course, taken into 
account in fixing the price.” ? 

Here then, it would seem that the Guild will be paid by result, 


1 The Guild State, p. 65. 
2 Self-Government in Indus r¥, p. 274. 
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but as already explained, the members will not be able to profit 
by any accidental superior productivity of their industry, since a 
judicious system of fixing prices or appropriating any possible 
surplus, will maintain a uniform level. 

None of the writers discusses, except as a side issue, the ques- 
tion of the worker’s stimulus to exertion, under Guild Socialism. 
Just as the individual Guildsman is assumed to be without the 
vulgar instinct to grab, so a universal predilection for steady 
work—irrespective of reward—seems to be taken for granted. 
Human vices, in fact, will disappear with capitalist institutions, 
and the only problem will be how to organise the surviving virtues 
to the best advantage. 

From such minor and rather sordid details, all the writers 
turn with visible alacrity to the fundamental question how the 
Guild State is to be brought into being. 

Mr. Stirling Taylor here, as on other points, gives away a 
great deal of the position. He cannot offer the workers any short 
cut to victory. The capitalists control industry to-day only 
because labour is not competent to do so. ‘What other reason 
can there be?”?! the writer frankly asks. A few shillings per 
head from the working classes would quickly raise the capital 
necessary to make them their own masters. If they do not raise 
it, it is because they have not the necessary knowledge either of 
the productive or the commercial side of the business. He ad- 
vises the workers, for the sake of education, to accept that insial- 
ment of reform called co-partnership and co-management. Above 
all he advocates peaceful transition—‘‘only the illiterate still 
believe in the Revolution as a mode of social advance.” ” 

Mr. Penty is equally opposed to violence, because, “if the 
present order were thrown over in its entirety, it would be im- 
possible to improvise arrangements to meet the situation which 
would be created. We should be starved at the end of a fort- 
night.”* If the working class of Russia has not been able to 
abolish two per cent. of the population without precipitating social 
chaos, what chance have the working class of this country, after 
abolishing thirty per cent.?* Industries should, therefore, be 
taken over in their entirety, and the workers must be magna- 
nimous where they are victorious. 

Messrs. Bechhofer and Reckitt also favour the gradual taking 
over of industry, but they warmly repudiate anything in the nature 
of a friendly co-partnership. On no account can Unions either 


1 The Guild State, p. 103. 2 Ibid., p. 96. 
3 Guilds and the Social Crisis, p. 81. * Ibid., p. 82. 
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stoop to conciliatory methods, or run the risk of allowing them- 
selves to be conciliated. The method to be adopted is that of 
“Encroaching Control”; the Unions must get more and more 
power into their own hands. Foremen must cease to belong to 
a separate caste, and the gulf between the proletariat and the 
salariat must be bridged. Thus Labour, blackleg-proof, will make 
a monopoly of itself, in order to confront the monopoly of capital. 
When the latter has thus been stripped of all its functions, and 
has consequently lost its prestige, it will become a mere parasite, 
ready to be knocked off as a rotten apple from a bough. The 
writers favour nationalisation of industry as a useful step on the 
road to Guild Socialism, partly because unified management 
makes for unity among the workers, and partly because bureau- 
crats are so much more stupid than capitalists, that they will un- 
consciously play into the hands of the workers, and facilitate the 
final transition. 

Messrs. Bechhofer and Reckitt devote some space to the ques- 
tion of expropriation. Like Mr. Penty, they advocate magnan- 
imity. It is not to the interest of the mass of those who have 
won their way to emancipation, to be ungenerous to those whom 
they have dispossessed. The writers are prepared to endorse 
Mr. S. G. Hobson’s suggestion of terminable annuities extending 
‘ over two generations, as a very fair offer, and as much as any 
capitalist could expect. It must not be supposed, however, that 
in assessing compensation the balance sheet value of a concern 
will be adopted. For the balance sheet value implies that the 
business is a going concern, and when Labour has withdrawn it- 
self, the concern is no longer a going one. 

Mr. G. D. H. Cole dismisses the question of compensation with 
the curt remark that when the State “slips naturally into owner- 
ship” it “will deal as it thinks fit with the owners it supplants.” ! 
He describes the transition processes which will lead to the Guilds, 
with more restraint than Messrs. Bechhofer and Reckitt, but 
with a deeper, if less explosive, hatred for the existing industrial 
system. He too, is most unwilling that Labour should soil its 
fingers by any sort of contact with capitalist methods. He is 
afraid that Labour might sink to the level of the capitalist, and 
a temporary partnership might endanger its independence. Never- 
theless, he thinks that a transition period of divided control is 
almost inevitable. 

Mr. Cole points out that when Labour has wrested from the 
capitalist the whole control of production, the battle will not be 
finished. The questions of purchase, sale and investment will 

1 Self Government in Industry, p. 219. 
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still remain to be dealt with. Under the wage-system, capital, 
which absorbs all the profit of industry, consumes a portion, but 
saves and re-invests the remainder. If Labour succeeds in 
making industry unprofitable to the capitalist, no new capital will 
flow in. How will Labour secure the means of carrying on? Mr. 
Cole concludes that, “apart from capitalistic blunders, a catas- 
trophe will be necessary to end the wage-system.”! From this 
catastrophe, t.e. the General Strike and Revolution, he is both too 
logical and too much in earnest to shrink. The transition to a 
better state would involve a ‘‘mess,”? but even this mess would, 
he thinks, be preferable to the existing state of things. 

The question of provision for the future is very lightly touched 
upon by the Guild Socialists. In our existing industrial system, 
the needs of the future are provided for by the spontangous flow 
of capital and labour into those industries which meet the public 
need. We must suppose that in the new State the Guild 
Congress will consciously and laboriously work out the changes 
and developments which are now effected by automatic adjust- 
ments. When a Guild requires new capital, it will apply to the 
Guild Congress, and its claims will be carefully considered and 
weighed against all the claims made by other Guilds. The 
method is likely to be cumbrous and slow-moving, but there is 
worse than this. According to Mr. Cole : 

“The particular Guild desiring new Capital or the placing of a 
heavy sum to reserve will, no doubt, have great weight in placing 
its recommendations before the community, but the ultimate 
decision cannot rest with the individual Guild. The State as the 
representative of the consumers must have a voice equal to that 
of all the producers gathered in the Guild Congress.” * 

In short, extension of any kind can only proceed when it has 
secured the sanction of the whole body of producers represented 
in the Guild Congress, plus the whole body of consumers repre- 
sented by Parliament—a method of procedure beside which even 
Government control appeals are direct and speedy. 

As these are questions, however, on which Guild Socialists 
differ, and which, moreover, they are willing to work out in the 
light of experience, it would not be fair to condemn their system 
on account of these shortcomings. The real weakness of Guild 
Socialism lies in the view which it adopts of human nature. The 
“Guildsman” is no more true to nature than the “economic man” 
of the classical economists. But the characteristic which the 

1 Self-Government in Industry, p. 190. 


2 See Labour in the Commonwealth. 
3 Self-Government in Industry, p. 192. 
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latter selected to typify man, was at least a general attribute of 
all live men. ‘heir error lay in the importance which they 
attached to a single motive to the exclusion of all others. But the 
qualities and motives of the “Guildsmen” are the infirmities of 
noble minds rather than the characteristics of average men. Guild 
Socialist writers paint in vivid colours and strong relief ; through- 
out, they contrast the capitalist villain with the virtuous pro- 
letarian. ‘The employer is never anything but a thief who battens 
on the labour of others. The workman is always blameless, never 
self-regarding, with an enduring affection for work for its own 
sake, and a consuming passion for self-government. These gifts 
it is necessary to endow him with, since Guild Socialism does not 
otherwise afford any particular incentive to exertion, or to the 
attainment of excellence. It presupposes an enthusiasm for 
humanity which even the overthrow of capitalism is hardly likely 
to bring into existence. 

To the Guildsman, the taking of wages for work done is an 
unutterable degradation. ‘To accept the wages and not do the 
work, or, better still, to accept the wages and use the opportunities 
afforded by the workshop for propaganda directed to wresting the 
control, and finally the workshop itself, from the employer, would 
seem to him a natural and even a commendable course of conduct. 
Guild Socialist writers do not, however, claim that the average 
workman has reached this stage of evolution—on the contrary, 
they deplore the fact that the majority of workers are too degraded 
to feel the full dishonour involved in wage-slavery. 

When they are criticising the evils of capitalism—their stric- 
tures of which are generally as sound as they are sincere—Guild 
Socialists are in their element. In their constructive work they 
are less happy. They claim that their society avoids alike the 
conflicts inseparable from Capitalism, and the peculiar risks in- 
volved in State Socialism and in Syndicalism. In fact, the Guild 
Socialist State would not be free of any of these risks. The indi- 
vidual Guild might still exploit the community, if not by making a 
profit out of its product, then by giving inadequate value for its 
remuneration. The individual worker, if he be possessed of 
initiative and originality, may be more effectively imprisoned 
within his Guild than in the existing system, and the hierarchy of 
Committees, Delegate Meeting and Guild Congress, may well be 
as difficult to set in motion as any bureaucracy. Moreover, until 
human nature is fundamentally altered, we are not likely to be 
completely rid of factions, conflicts and jealousies. 

The Guild Socialist draws a picture full of promise, but his 
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material is carefully chosen. His Guildsman has all the right 
qualities. Syndicalism and State Socialism might do equally well 
under the same conditions, and with the best human material to 
work with, even Capitalism might give a good account of itself. 
The Guild Socialists must give us a workable theory with human 
nature as it is, not with men as they would wish to have them. 
We had almost said men and women, but the only writers who 
mention women, appear to find them a considerable embarrass- 
ment to their scheme. H. REYNARD 
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EARLY PRICE ASSOCIATIONS IN THE BRITISH 
IRON INDUSTRY 


A FAVOURITE source of illustrative material for treatises on 
the modern tendency towards industrial combination is found in 
the iron and steel industry, and many chapters are devoted to a 
description of the changes in its organisation during recent 
decades. No writer, however, appears to have investigated those 
early associations in restraint of competition which in this, as in 
other industries, were the forerunners of the more stable and more 
closely-knit forms of combination familiar to us to-day. 

The roots of that modern growth run deep into the eighteenth 
century. About two hundred years ago the British iron industry 
had reached the lowest point in its history, and was, indeed, 
rapidly disappearing from the face of the country, along with 
the woodlands which were the source of its all-important raw 
material. According to a writer’ in the early days of the nine- 
teenth century, “an Iron Work in this country to produce 1,000 
tons of Bar Iron annually from the ore requires 16,000 acres of 
wood-land to support it, until the succession of woods, in their 
regular course of cutting at sixteen years’ growth, comes round.”’ 
This estimate is, no doubt, somewhat exaggerated; and from 
other calculations it would appear that less than one-third of this 
acreage should have sufficed, if the whole of the wood cut were 
used as charcoal for making iron. In practice both legislation, 
in earlier times, and other demands on the timber supplies, had 
tended to restrict the ironmaster to the coppice wood and loppings 
from the larger trees; and in some districts the scarcity of char- 
coal was so acute that anyone who brought even a single sack 
to the furnace was regarded almost as a benefactor. Many forges 
in Sussex became nomadic, and furnaces were carried to districts 
even so remote from the ore as the Highlands of Scotland, in 
order to overcome the fuel difficulty. 

In the circumstances of the time competition between 
ironmasters for supplies of charcoal was often acute, and 

1 The anonymous author of Observations on the Proposed Tax on Pig Iron, 
London, 1806. 
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thus, wherever any degree of localisation of the industry had 
been reached, there existed a strong inducement for ironmasters 
to enter into agreements as to the price to be paid for charcoal 
and as to allocation of supplies.! In particular, this was true of 
the Furness area. In 1712 the only two firms in the district— 
the Cunsey and Backbarrow companies—came to an understand- 
ing as to the price to be paid to woodowners and the quota of 
the local supplies of charcoal to be taken by each: if either 
received quantities in excess it undertook to compensate the other 
at the rate of half-a-crown per dozen sacks ; and when woods were 
purchased outright the companies agreed not to bid one against 
the other. Such a combination of buyers was obviously hostile 
to the interests of the woodowners; and in 1748 several of the 
larger proprietors set up a furnace of their own, in order to afford 
an outlet on better terms for the charcoal supplies they produced. 
Almost all the lesser woodowners also undertook to boycott the 
‘“‘combinators” and to deliver only to the new furnace, at a price 
regulated, under a sliding-scale, by the price of pig-iron in the 
Bristol market.” This agreement lasted for thirty years, and in 
1781 the three chief iron firms in Furness again entered into a 
concordat which continued until the year 1818, when all the 
surviving ironworks came into the hands of a single firm and 
a local monopoly was established. Agreement as to charcoal 
naturally led to concerted action in other matters; and soon 
after the middle of the eighteenth century regular meetings of 
local ironmasters were held at the Sun Inn, Penny Bridge, to 
deal with trade affairs, prices, and conditions of employment. In 
1757, for instance, it was agreed “that no bar iron at home be 
sold under £19, at Liverpool £17 per ton.” ® 

But so long as charcoal remained the only fuel used in the 
making of iron, works were necessarily widely dispersed, com- 
bination was difficult, and regulation of price on anything 
approaching a national scale impossible. 

Conditions were quite different in the infant industry, born of 
the genius of Abraham Darby, which was rapidly growing to a 
lusty youth in the coal-producing districts of England and Wales. 
During the second half of the eighteenth century iron manufac- 
ture was increasingly attracted to three main areas where coal 
supplies were plentiful : the Midlands, and, in particular, Shrop- 
shire and Staffordshire ; South Wales; and Yorkshire and Derby- 


2 Examples of this tendency are to be found in the Mansfeld copper industry 
and the iron-smelting of Siegerland. Levy, Monopoly and Competition, pp. 79-81. 

2 Fell. Early Iron Industry of Furness, pp. 142—145. 

’ Ibid, pp. 254, 279, 288. 
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shire. Even as early as 1740 these three districts produced 
together 59 per cent. of the national output of 17,350 tons of 
pig-iron ; by 1788 the proportion had risen to 79, by 1796 to 81, 
and by 1820 to 95 per cent.? 

In the early days of the new industry production was largely 
localised in the neighbourhood of Coalbrookdale and Broseley, 
and the firms concerned were kept busy by the continually in- 
creasing demands for materials required for the construction of 
engines of the Newcomen type. In 1762 Abraham Darby of 
Coalbrookdale, John Wilkinson of the New Willey Company, and 
Isaac Wilkinson of Bersham, entered into an agreement as to the 
price to be charged for cylinders, pipes, and other articles in all 
markets outside London *; and it was probably out of such agree- 
ments that there arose later an organisation of ironmasters and 
manufacturers of the counties of Shropshire, Worcester, Stafford, 
and Warwick. In 1785, at one of the quarterly meetings of this 
Association held at Stourbridge, resolutions were passed con- 
demning all taxation imposed on industry and trade*; and, 
although evidence at this time is scanty, it appears probable that 
the meetings already exercised the control over prices which 
certainly existed a few years later. 

In South Wales the early development of the industry was 
almost entirely the work of immigrant enterprise, capital, and 
labour, drawn from England, and, in particular, from Shropshire 
and Staffordshire; and the’ English colony soon adopted an 
organisation similar to that which already existed in the Mid- 
lands. In 1802, at a meeting of ironmasters held at Abergavenny, 
at which Tait, of Dowlais, and Homfray, of Penydarren, were 
present, it was resolved to institute a Welsh Quarterly Meeting, 
and a constitution was adopted: members agreed to pay an 
annual subscription of a guinea, and each new member had also 
to provide a bowl of punch for the gathering.* The later meet- 
ings of the Association were held at Newport, and prices were 
fixed for foundry and forge pigs and for bar iron each quarter 
from 1803 onwards.° In 1810 the prices were left “open for 
every one to sell as he likes,” but regulation was resumed in 1811, 
and continued till 1824, when the meetings at Newport came to 
an end: it is possible that the Welsh association was absorbed 

1 See tables in Scrivenor’s History of the Iron T'rade and Mushet’s Papers on 
Iron and Steel. 

? Victoria County History: Shropshire. P. 464. 

° Langford, A Century of Birmingham Life, Vol. I., p. 321. 

4 Wilkins, History of the Iron, Steel, and Tinplate Trades, p. 66. 


5 For South Wales Prices, from Newport Quarter-Day Book, see Scrivenor, 
Appendix, p. 410. 
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by the larger gathering of British ironmasters held that year. 
The local association, however, appears to have been revived in 
the ‘thirties, and in 1836 resolutions were passed at Newport that 
the make of pig-iron be reduced 20 per cent., that twenty-two 
furnaces be blown out, and that the price of pig-iron be continued 
at £10 per ton. “The Staffordshire, Shropshire, North Wales, 
and Scotch ironmasters were requested to join in this arrange- 
ment, to which they acceded.” Again, in 1840, an agreed reduc- 
tion in output of 20 per cent. took place.? 

Perhaps no form of organisation is so reticent and elusive as 
a trade association ; it neither seeks nor obtains publicity in the 
Press or in official records, unless its conduct is such as to call 
forth protests from the consumer; and its history has generally 
to be pieced together from casual references made by writers 
interested primarily in other matters. But, as regards the third 
main area of iron production—that of Yorkshire and Derbyshire 
—our information is more definite, and it is possible to trace the 
origin and progress of the combination movement in greater 
detail from an original source. ‘There is, in the Sheffield Public 
Reference Library,? a volume containing, in manuscript, the 
minutes of meetings of the principal ironmasters of Yorkshire and 
Derbyshire held between 1799 and 1828 ; and most of the material 
for the remainder of this article has been drawn from this 
document. 

At a meeting held in Sheffield 6n August 11th, 1799, it was 
resolved to form a friendly association of ironmasters, at the 
meetings of which dissertations on the processes of the industry 
should be read in rotation by the members. Meetings were to 
be held in March, June, September, and December, on the first 
Wednesday prior to the full moon, at convenient inns in Sheffield, 
Leeds, Bradford, Barnsley, Wakefield, or Rotherham. An 
annual subscription of a guinea was charged, and members also 
agreed to pay half-a-crown for dinner at each meeting, whether 
they attended or not. ‘Ten members were enrolled at the first 
meeting, and by September, 1801, the membership had increased 
to twenty-nine. At the first meeting Mr. Joseph Dawson was 
elected president. This extraordinary man, formerly a Noncon- 
formist minister, had engaged successively in farming, coal- 
mining, and iron-smelting, and had recently entered into a part- 
nership in the Low Moor Ironworks with a Liverpool merchant 
and a solicitor of Bradford. A friend of Priestley, the chemist, 


? Scrivenor, p. 314, footnote. 
2 Jackson Collection, 1297. 
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his tastes were scientific and metallurgical, and it was largely due 
to him that the early meetings were occupied mainly with tech- 
nical and semi-scientific questions affecting the industry.! But, 
whatever the original objects, the association quickly transformed 
itself into an organ for the regulation of prices; and on Decem- 
ber 3rd, 1800, it was resolved “that an alteration be made in the 
rate of Castings according to prices now agreed on, to take place 
on the Ist Day of January 1801.” 

At subsequent meetings the prices at which various grades of 
pig-iron should be sold were determined. Between 1808 and 
1824, for instance, the price of No. 1 pig was altered seventeen 
times and varied between £7 and £10 a ton. Similarly, prices 
were fixed for bar-iron on several occasions. As might be ex- 
pected, castings offered most difficulty ; but in 1809, at Wakefield, 
a meeting of founders, sitting apparently as a sub-committee of 
the association, drew up a list of prices, fixed the terms of credit 
allowed to customers, and agreed that six shillings per cwt. 
should be the maximum price for the purchase by foundries of 
old cast-iron. At the next meeting a Chesterfield firm was 
accused of publishing and circulating among its customers part 
of the proceedings at Wakefield, and this firm was subsequently 
expelled from the association. 

As early as 1808 the meeting urged “a good understanding ” 
with the ironmasters of Wales, Salop, and Staffordshire ; and from 
1810 representatives from Yorkshire and Derbyshire attended the 
meetings at Gloucester, a levy of two guineas being imposed on 
each furnace in blast and on each forge to defray expenses. In 
1813 a resolution was passed welcoming an increase in the price 
of pig and bar iron by the Gloucester meeting, and asserting that 
the members “will at all times coincide with their Brethren in 
the districts of Wales, Shropshire and Staffordshire in any regu- 
lation for the benefit of the Iron Trade at large through the 
Kingdom.” Frequent reference is made to these meetings, and 
on one occasion a donation of twenty guineas is sent to the 
Society of Iron Masters for Wales and the Counties of Salop, 
Stafford, York and the North.” 

But national uniformity was not easy to maintain, and in the 
trade depression that followed the Peace, not only was contact 
with other districts lost, but the dissolution of the local associa- 
tion was even debated early in 1822. At a later meeting it was 
resolved that “in case it should be clearly ascertained that any 


‘For Joseph Dawson see Meade: Coal and Iron Industries of the United 
Kingdom, p. 354, and Mantoux: La Revolution Industrielle. 
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charge is made in this district less than agreed prices, any firm 
may sell to same house only at such reduced price, notice being 
given of such deviation to the secretary.” But the trade boom 
which culminated in 1826 was already incubating; and in 1824 
the association was suddenly galvanised into new life. With the 
cessation of the demand for munitions in 1815, some of the more 
prominent firms in the district—such, for example, as Messrs. 
Newton, Chambers, and Co., of the Thorncliffe Iron Works—had 
specialised in the production of gas apparatus, gas pipes, and 
lamp-posts. Gas lighting had been known in parts of London 
since 1807, but it was during the later months of 1823 and during 
1824 and 1825 that the flotation of new companies was especially 
marked, and the House of Commons was besieged with petitions 
for Gas Light Bills from all parts of the country.’ News of the 
speculative outburst had reached the North early in 1824, and on 
January 21st it was resolved that a special meeting be called at 
Sheffield on February 1st, and “that in the meantime the parties 
here present pledge themselves not to sell pipes in London or else- 
where for less than 9£ per ton, Money.” The February meeting 
drew up a list of prices for pipes and lamp-posts, and Messrs. 
Jessop, Leah, Field, and Hartop were appointed to mect the 
ironmasters of the Midlands at Birmingham with a view to 
effecting an advance in prices in the London market. A year 
later it was resolved “that 1£ per ton be added to the list of 
prices for London Contract Castings,” and six members were 
appointed to attend a general meeting of British ironmasters in 
London. 

During the frenzy of 1825 and 1826 the supply of iron for 
purposes of all kinds was far below the demand at customary 
prices—a fact insisted upon by the Chancellor in 1825 when pro- 
posing a drastic reduction in the import duties on iron 7—and the 
price of No. 1 grade of pig, for example, was raised from £7 
early in 1824, to £12 10s. in April, 1825. But the subsequent fall 
was only less rapid, and by the summer of 1827 the price again 
stood at £7. Even at this figure frequent complaints of under- 
selling are made against members of the local association, and 
one of these was expelled. The record ends dolefully in 1828 
with the assertion that “the only effective remedy for the present 
ruinous low price of iron is in a diminished make.” 

No such concerted curtailment of output as that practised in 
South Wales appears to have been adopted by the northern group 


1 Journal of the House of Commons 1823, 1824, 1825. 
2 Hansard, March 25th, 1825. 
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of ironmasters; but in 1811 it had been agreed that all members 
of the association should inform the secretary of the extent of 
their unexecuted orders so that prices might be adjusted 
accordingly ; and in the same year the practice of price discrimina- 
tion was introduced. Pig-iron for coastwise transit to New- 
castle and elsewhere was delivered at Hull at a price sometimes 
as much as £1 below that charged to local foundries, and London 
merchants were similarly favoured.!' In the case of No. 3 pig, 
which could be used indifferently for forge or foundry purposes, 
discrimination was made in favour of the forge masters. 

Throughout the period regulations as to the terms of credit 
were frequently made, and the granting of more favoured terms 
was then, as now, an easy method by which the banished demon 
of competition could re-enter the house. At this time a credit 
of nine or twelve months, or more, was quite common, and a 
vigorous attempt was made to reduce this too liberal allowance. 
In 1809 it was agreed ‘“‘that on the sale of each parcel of Pig Iron 
an acceptance shall be taken for the amount at eight months from 
the date of invoice, or an allowance of 5 per cent. for ready 
money”; and the credit for cast-iron goods was fixed at six 
months, or 5 per cent. for payment within one month. No 
allowance whatsoever was to be made to “engineers, millwrights 
and others.” For forge pig the maximum credit was fixed at 
nine months. In 1815 the terms for pig-iron were altered to “six 
months, or discount of 5 per cent. for bill on London at 2 months 
within one month of date of Invoice”; and resolutions reaffirm- 
ing this were passed from time to time. 

During the period here considered the tendency towards the 
formation of regulative associations was almost inevitable. For 
the iron industry was strongly localised, and fixed capital was 
already so important a factor that, under competitive conditions, 
sales at less than total cost of production must have been frequent. 
“The general charges are so heavy that low prices are only to be 
met by increasing the productiveness of the work. Thus the 
evil operates to its own extension,” wrote the author of a pamphlet 
in 1831. But there were other conditions which rendered com- 
bination relatively easy at this period. The fact that smelting 
and manufacture of iron with coke had not yet been adopted 
abroad gave the British producer a great advantage over foreigners 
in the home market and serious competition was felt only from 


? In 1815 Messrs. Darwin & Co. are accused of having sold 50 tons of No. 1 
soft pig for £7 10s. to Sheffield manufacturers under the pretence of these 
being London merchants. 
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the high-grade charcoal bar iron of Russia and Sweden. Even 
here the protective tariff tempered the wind to the British iron- 
master. In 1782 the duty on foreign imports of iron was 
£2 16s, 2d. a ton, and by 1819 this had been raised by successive 
stages to £6 10s.—a tax which, according to Huskisson, amounted 
almost to a monopoly in favour of the British producer. The Act 
of 1785 which prohibited the exportation of machinery and 
artisans also told in the same direction, and the enforcement of 
the Act was undertaken by the ironmasters themselves. In the 
minutes of the meeting held on April 16th, 1823, reference is 
made to the prosecution by Messrs. Walker, of Rotherham, of a 
Mr. Manby “for his having so illegally taken Artisans from 
England to France so much to the detriment of the Iron Trade 
of this country’’; and Messrs. Walker are thanked for their 
public-spirited action. Two years later the Act under which this 
prosecution took place was repealed,’ and the following year the 
tariff which protected the British ironmaster was drastically 
reduced. 

No account is here attempted of the later history of regulative 
associations in the iron trade; nor has any reference been made 
to the organisation of other industries at this time. But the iron 
industry was by no means unique. A local, “horizontal” com- 
bination possessing similar characteristics existed, for example, 
among the silver-plate manufacturers of Sheffield: from 1773 
to 1784 monthly meetings were held at various taverns, and 
members were fined for failure to attend; price-lists were agreed 
upon and terms of discount standardised.* Control was similarly 
exercised in the pottery trade about the same period. Babbage 
gives an account of a combination of booksellers in London which 
included some 2,400 members.* In a work familiar to all students 
of economic history Professor Levy has described in detail the 
cartels in the northern coal trade and the copper industry.” Some 
of these instances were, no doubt, of a temporary and unstable 
character ; but, considered together, they are evidence of a wide- 
spread attempt on the part of producers to substitute regulation 
for that free competition which some writers—particularly those 


1 In 1790, with the support of Matthew Boulton “a society of respectable 
manufacturers in the steel trade’? was formed in Birmingham, the object of 
which was to prevent the serving of foreign merchants with semi-manufactured 
goods.—Langford, Vol. I, p. 358. 

2 By 5 Geo. IV. c. 97. 

S Leader: Sheffield in the Highteenth Century, p. 88. 

*Hceonomy of Machinery and Manufactures. Ch. XXXI. Referred to by 
Levy. 

5 Monopoly and Competition. Ch. VI. 
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whose eyes have been fixed exclusively on the textile trades— 
assume to have been all-pervasive during the “industrial revolu- 
tion” in England. Professor Levy speaks of his instances as 
“first variations from the competitive type.” Possibly, after 
further inquiries, we may come to question whether the type was, 
in fact competitive ; or whether, after all, it was something not 
very different from that protean hybrid which modern analysis 
has revealed to us in the present industrial system. 
T. S. AsHTon 








THE THEORETICAL EFFECTS OF RATIONING 
ON PRICES. 


In certain not unusual circumstances it is possible to foretell 
without difficulty whether the price of a commodity, which is being 
sold without restriction of the amounts bought by individual pur- 
chasers, would fall or rise if no person was allowed to buy more 
than a defined quantity. It is interesting to examine the various 
cases mathematically, both to confirm @ priori reasoning and to 
find out critical cases where a policy of rationing may produce 
unexpected results. 

The analysis that follows is based on simplified hypotheses, but 
it is believed that the broad results would be little affected if the 
basis was made more general. 

Suppose that the population consists of two equal groups, each 
containing n people. Let the demand function be identical for 
every person in the first group, and that for the whole group be 


f(x), so that at price f(x) every person buys = ; and similarly 


let the demand function for the second group be f(x). Call 
the first and second groups the rich and poor respectively. 
In the range under consideration let f;(x)>f/2(x), and let the 
demand of the rich be less elastic than that of the poor. 

Before rationing let the joint demand function be F(z), and 
let 2q units be sold at price p, of which (q+ 4q:) units are sold to 
the rich, and (q- q:) to the poor. « 

Then p=filq + @)=fe(q - 1) = F(2q). 

Write fi(q)=p, and fo(q)=pr. 

In the region under consideration, suppose that straight lines 
are good approximations to the demand curves. Then they may 
be written :— 

Rich demand, y — p;+m,(a- q)=0, DN, in figure. 

Poor demand, y — po+ me(x - q)=0, ENe in figure. 

Free joint demand, y - p+m,(az - 2q)=0, TB in figure. 
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Here 
m= — f!;(p;)=tan 6, me= -— f’e(p.)=tan 6, ms3= —- F’(p)=tan 9g, 
and from the construction of a joint demand curve, 
Cot ¢=cot 6; + cot 62. 
In the figure, ON =2q, and NP,=p, the price at which 2q units 
are sold. OM=q, ME=p,, MD=p,. The horizontal line through 
P, meets the rich and poor demand curves at J and H, and MD 


I; 











Q__ Price 

















0 iif N N, i Quantity 


Ration OM. Separate demands DN, and HN,. 
Free joint demand ABL, 
Rationed joint demand ACN. 


at G; so that qi.=HG=GJ. Substituting the co-ordinates of J 
and H in the demand equations, we have— 
P- Pit™qi=0, p- po- Meqi=0. 
“. P= (pymz + pym,)/(m, +m), 
and q:= (pi — p2)/ (m+ me). 
The elasticities of the demands are “1, 72 ,_P | which may 
qm,’ qm,’ 2qmz 

be written ¢:, €, E, where E=4(e,+ é). 

The free joint demand equation may be written 

(m, + Me)y — (pyme + Pom) + Myme(zx — 2g) =0. 

Now let the consumption per individual be limited to q/n per 
head ; that is to q for each group. 

In the rich demand curve the vertical DM replaces DN, and 
for the poor EM replaces EN;. The joint demand breaks off from 
its former course at A, where DA is horizontal, runs in direction 
6, till it meets NP, at C, where EC is horizontal, and then drops 
to N. 
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The equation of AC is y - pp +me(a - 2q)=0. 

We may distinguish seven cases for the nature and control of 
the supply :— 

1. Complete control of supply by the Government. 

Suppose that the Government had been issuing 2q units of 
sugar monthly, purchases being unrestricted. Then the price 
would be NP,=p. 

(a) Now let purchases be restricted to q/n for an individual. 
In order that the whole 2q should be used, the price must be fixed 
at po from the poor demand curve. 

The fall in price is 

P — P2= (Pi — P2)Me/ (Mm + m2) = (p — p2)/ (1 +21, % ). 
Po & 
The rich obtain q; units less, the poor q; units more. 

The loss to the Government is 2(p — po)q; the increase in con- 
sumers’ rent to the rich is (p - p2)q - (pi - p)qi, and to the poor 
is (p—p2)(q-4q;). The loss to the Government is greater the 
gain to total consumers’ rent by 44q:(p: — pe) =$q1? (m4 + Me). 

(b) Suppose the ration fixed as before, but the price kept at 
p, the poor would buy q-4q: units, as before rationing ; the rich 
would have to reduce their purchases by q;. The Government loses 
qip cash, but saves q; units sugar. The rich consumers’ rent is 
diminished by $q1?m. 

2. Complete control of a fixed supply by monopoly. 

Suppose that a combination of firms possessed the whole supply 
of dates and that no more could be imported. Let this supply be 
2q or more. 

Then the ordinary theory of monopoly prices would be illus- 
trated by the figure, if O’L replaced ON as axis, where O’L meets 
the free joint demand curve at L, so that O'’L=4q. Then profit 
is maximised when 2q is sold at KP,, where K is on O’L and 
NP, ; if the supply is greater than 2q the excess is not sold. 

Let AC meet O’L at R and OO’ at T;. 

Then with the restricted demand curve profit is maximised at 
P,, the middle point of RT, and the price is higher than before ; 
less is sold, and the consumption of both rich and poor is curtailed. 
Details and exceptional cases can be found as in the next section. 

If the original supply were less than 2q (the amount that 
maximises profit), then before rationing the whole supply was sold 
at a price higher than p; in this case whether the price falls or 
rises after rationing depends on intricate relationships between the 
letters. 

3. Complete control of a continuous supply by monopoly. 
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Suppose that a combination has complete control of the supply 
of petroleum, and can produce an indefinite amount at a cost of 
c units of price per unit quantity. 

Let 00'=c, O'/L=4q. 

The price for unrestricted demand will be NP,=p, and 
pi-c=KL tan ¢=2qms. 

For restricted demand .the price and quantity (for maximum 
profit) are given by P2, as in the former case. Let p’ be the new 
price. 

From the equation of restricted demand OT = p2+ 2meq. 

p'=4(OT,+c)=4(p + po+2q(me- ms)). 

Rise in price=p’ -p=q(me- ms) —-$qim2=4TT, which is 


ie 2qm ier 

positive, unless qi> — V2 and the amount originally bought by 
m,+m, , 

the poor was very small. 


The quantity sold is $0’R=3{2q + (p2-c)/me}. 
The diminution in quantity is— 
qm, 


m, +m * 2d. 


${2q + (p — po - 2qms)/mz2} = 


qmy, 

mM, +My 

The new amount purchased by the poor is only greater than 
half the former amount by 


of which that to the rich is q; and that to the poor ~3q. 


ms Hy) 
2(m,+7m,)" 

It is unlikely, however, that rationing would take place in 
cases 2 and 3 without also the fixing of a maximum price. With- 
out further hypothesis relating to the amount of profit that would 
preserve the industry, it cannot be stated how low the price could 
be put. Further, the supply might be diverted to other countries. 


In the remaining cases we suppose a free competitive supply. 

4. Constant return. Supply represented by the line GP. 

There seems to be no obvious illustration; perhaps beer is a 
possible case. 

Before rationing, suppose 2q units were sold at a price p= NP). 
The equation of the supply curve will be y=p. 

The poor get the same quantity as before at the same price. 


The rich get q; units less, jt, ooee units less. 

If a price lower than p were fixed, no supply would be forth- 
coming. 

5. Decreasing return, e.g., milk. 

Let y-p=m,(x-2q) be a sufficient approximation to the 
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supply curve, so that 2q units are sold at p per unit before ration- 
ing. This line falls to the left from P). 


(a) After rationing we have, by solving with the second joint 
demand equation, the price= — #,and the quantity= 


2q- P-P2 
+ img +m, 7 
pias - —s MMz ’ : es 
The reduction in en +m in quantity fit + me 








The rich get q; units less, and the poor rier q, units more, 
4 
than before ; the poor have, in fact, g— os q, units. 


(b) To find the largest ration that rich and poor alike will buy, 
we must find a value of y, so that the corresponding xv on the 
supply curve shall be twice that on the poor demand curve; the 
MQ _ 

Mz +2, 


» where Ff and P are the pre-ration mae 


value for the ration is then qg—~— 


mR + (mz -+m,)P 
M, +2m, 


, and it may be written 





of the rich and poor. The increase to the poor is 


2(m, +m) 
decrease to the rich - ‘My + rae 4: 


~~ q,, the 


The price will then be ——*,#-q, lower than before rationing. 


meee ig +2," 
6. Increasing return. 
Perhaps bricks will serve as an illustration, the competitors for 
building being cinema proprietors and the middle class. 
The supply equation may be written y-p+m,(a - 2q)=0, 
where m5;<ms3. 
This line is through P,; within the angle APG. 
~— 








(a) After rationing at q/n per head, the price rises by = mel? 
: m 
and the whole quantity falls ——*—q,. 
q y Ma —mg2 
: _ My . 

The poor now only secure in all gq it — mt t.€. 
 - q, less than before. 
Mz —™Ms 

(b) If the ration is now reduced to q - a4 — Shit, qi, all can buy 


: ‘ p—2msp2 1.) . 
it at price a. which is greater than p, but the poor get 
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_ less than in the free market. If 2m;>mz, there is no 
Mz — 2m, 
solution for an equal ration. 

7. Limited supply. 

Suppose that there is a supply of dates, which cannot be 
replenished, and that is held by a number of dealers in competi- 
tion with each other, instead of by a monopoly as in Case 2. 

In the ordinary conditions of an open market the whole (2q) 
will be sold at the price p. 

If now the ration is fixed at q the whole will still be sold at the 
greatest price obtainable, viz. po. The rich get q; less and the 
poor qi more than before, as in Case 1 (a). 

If the resulting price is sufficient to give the traders a reason- 
able profit, this appears to be a case where rationing without price- 
fixing leads to favourable results. The gain in consumer’s rent 
is, however, less than the loss to the traders. 

It is to be presumed that the object of rationing is either to 
reduce consumption, or to equalise consumption among different 
classes, or to increase the amount available to the poor. The first 
object is obtained by rationing in all the cases analysed above, 
except 1 (a), where the intention is to maintain consumption, and 
in 7, 

The difference between rich and poor, being 2q; before ration- 
ing, is reduced to zero in 1 (a), 5 (b), and 6 (b); it is halved in 4, 


reduced to of its former amount in 5 (a). It is 


i 
2(m,-+m,4) 
diminished, increased, or left unchanged in 6 (a), according as 
Me>, <,or =2m;. It is increased in 2 and 3 if 

2me2q>3(m + Me) qr, 
which is quite possibly the case. 

The amount purchased by the poor is increased in 5 (a) and (b) 
and 7, and in these cases here is to be found the best defence for 
rationing where supply is free. It obviously can be increased in 
1, where there is complete control, at a sacrifice of income. It is 
unchanged in 4, constant return. There is a loss, which may be 
considerable, in 6 (a) and (b). There is a loss in 2 and 3, except 
in the unlikely case that }(1+m,/m2)qi>q. 

Fixing prices below their height before rationing necessitates 
rationing, except in the case of monopoly, and in 7, where the 
fixing may have good effect by itself. 

In every case of rationing (except 1 (a)) the amount sold is 
decreased, and in 2, 3, and 6 the price rises, while in 1 (b), 5 
and 7 it falls. 
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Expenditure falls in all cases, with the possible exception of 6, 
and there is additional purchasing power in the hands of the 
public, which will have the effect of raising the price of unrationed 
goods. It is hardly necessary to say that there is a loss of con- 
sumers’ surplus in this process. 


The analysis can be extended to include n separate demands, 
if we can assume that the majority bought some of the com- 
modity in question at the pre-rationed price. In the contrary 
case the joint demand curve as described below would contain 
negative elements, and the concave polygon would be replaced by 
a figure descending irregularly. In particular the solutions in 
cases 2 and 3 would become ambiguous, and it could not be stated 
generally how the price would move after rationing. 

Let the equations of demand be y - p:+m: (x - q)=0, where t 
has values 1 to n, and pi>p2 . . .>pn. 

The free joint demand is y- P+M(x- Q)=0, where Q=nq, 


1 1 lwp 
ag 

In the figure we must suppose N shifted to the right till 
ON =OMXn, while the line AB becomes more nearly horizontal ; 
at the same time n—2 more lines similar to HN»: must be 
inserted. 

The rationed joint demand breaks away from AB at A and 
becomes a concave polygon of n-1 sides of which the last is 
parallel to the lowest demand curve. 

The equations of its sides are Y - P-+M,(X - Q)=0, where 
r has values 2 ‘i n, and 

t=n e3 =n 
7D — pm and P,= =, : - 

The final part of the demand is c= Q, from the height pn down- 
wards. 

In brief, the straight line AC is replaced, when n is great, by 
a curve touching AB at A, and terminating at C shifted to the 
right. 

The actual changes in price and quantity can no longer be 
expressed in simple formule, but the directions of movement are 
the same. 

In Case 1 (a) the gain in consumer’s rent is 

Q(P—P,) —33(P —p.)?/m, 
while the loss to the Government is Q(P - Pn). 

In Case 1(b) all those persons in whose demand lines p:>P 
obtain less, and the remainder obtain the same as before. 
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In Cases 2 and 3 the new price is the point of contact of that 
tangent to AC whose intercept by O/L, D’T is bisected at the 
point of contact, and this price is higher than P, while the quan- 
tity sold is less to every individual. If, however, in Case 2 the 
supply was less than that which would give maximum profit for 
an indefinitely large supply, there is no simple solution. 

Case 4 is unaffected. 

In Case 5 (a) the price falls, and those for whom p:<P have 
more. 

In Case 5 (b) everyone can obtain a ration 


sim -ny/ E40) 


Cn 
P Pn pes 
where e= ——, and én= ~~ measure the elasticity of the supply 
ngm gMn 
curve and the lowest demand curve. 

Case 6 is unaffected. 

In Case 7, if the various dealers are in complete competition 
and the ration fixed at 1/nth of the whole supply, the price will 
tend downwards to pn, which theoretically it would reach. 

A. L. BowLry 











THE MEASUREMENT OF THE INEQUALITY OF 
INCOMES 


1. IT is generally agreed that, other things being equal, a con- 

siderable reduction in the inequality of incomes found in most 
modern communities would be desirable. But it is not generally 
agreed how this inequality should be measured. The problem of 
the measurement of the inequality of incomes has not been much 
considered by English economists. It has attracted rather more 
attention in America, but it is in Italy that it has hitherto been 
most fully discussed. The importance of the problem has been 
obscured by the inadequacy of the available statistics of the 
distribution of income in all modern communities. To such 
statistics as we have, no very fine measures can be applied. The 
improvement of these statistics is the business of statisticians, 
but the problem of measuring and comparing the inequalities, 
which improved statistics would more precisely reveal, should be 
capable of theoretical solution now. No complete solution is 
presented in this paper, but only a discussion of certain points of 
principle and method. 

2. First, as to the nature of the problem. An American 
writer has expressed the view that “the statistical problem before 
the economist in determining upon a measure of the inequality 
in the distribution of wealth is identical with that of the biologist 
in determining upon a measure of the inequality in the distribu- 
tion of any physical characteristic.” 1 But this is clearly wrong. 
For the economist is primarily interested, not in the distribution 
of income as such, but in the effects of the distribution of income 
upon the distribution and total amount of economic welfare,, which 
may be derived from income. We have to deal, therefore, not 
merely with one variable, but with two, or possibly more, between 
which certain functional relations may be presumed to exist. 

A partial analogy would be found in the problem of measuring 
the inequality of rainfall in the various districts of a large agri- 
cultural area. From the point of view of the cultivator, what is 


1 Persons, Quarterly Journal of Economics, 1908-9, p. 431. 
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important is not rainfall as such, but the effects of rainfall upon 
the crop which may be raised from the land. Between rainfall 
and crop there will be a certain relation, the discovery of which 
will be a matter of practical importance. The objection to great 
inequality of rainfall is the resulting loss of potential crop. The 
objection to great inequality of incomes is the resulting loss of 
potential economic welfare. 

Let us assume, as is reasonable in a preliminary discussion, 
that the economic welfare of different persons is additive, that 
the relation of income to economic welfare is the same for all 
members of the community, and that, for each individual, mar- 
ginal economic welfare diminishes as income increases. Then, 
if a given income is to be distributed among a given number of 
persons, it is evident that economic welfare will be a maximum, 
when all incomes are equal. It follows that the inequality of 
any given distribution may conveniently be defined as the ratio 
of the total economic welfare attainable under an equal distribu- 
tion to the total economic welfare attained under the given 
distribution. This ratio is equal to unity for an equal distribution, 
and is greater than unity for all unequal distributions. It may, 
therefore, be preferred to define inequality as this ratio minus 
unity, but for comparative purposes this modification of the 
definition is unnecessary. Inequality, however, though it may 
be defined in terms of economic welfare, must be measured in 
terms of income. 

3. Starting from the above definition, it is clear that, if we 
assume any precise functional relation between income and 
economic welfare, we can deduce a corresponding measure of 
inequality. It is also clear that, under this procedure, no one 
measure of inequality will emerge, whose appropriateness will be 
independent of the particular functional relation assumed. 

The procedure suggested may be illustrated by two examples. 
Take, first, the hypothesis that proportionate additions to income, 
in excess of that required for “bare subsistence,” make equal 
additions to economic welfare. This is Bernoulli’s hypothesis, 
except that economic welfare is substituted for satisfaction.’ 

Then, if w=economic welfare and x=income, we have— 

dz, 


dw=— 
x 
or w=log x+c. 
If 2, o,... Zn are individual incomes, whose arithmetic mean 


1 A discussion of the distinction, if any, between cconomic welfare and 
satisfaction lies outside the scope of this paper. 
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is ®_ and geometric mean yg, the corresponding measure of 
inequality is, by our definition— 
nm log ta+ne _ log xq+e 


nloga,+ne log a,+e 


If we assume that, when z=1, w=0, then c=0, and our 





measure of inequality becomes 1 “2, It may, at first sight, 
g 
be thought that a still simpler, and practically equivalent, measure 


will be 2, but this simplification raises a question to which 
9g 
further reference will be made below. 

The above hypothesis, however, is not satisfactory. Apart 
from the difficulty that only income in excess of that required 
for “bare subsistence” is taken into account, it is clear that too 
rapid a rate of increase of economic welfare is assumed, when 
income becomes large. After a certain point it is pretty obvious 
that more than proportionate additions to income will generally 
be required, in order to make equal additions to economic welfare. 
To be even tolerably realistic, a formula connecting income with 
economic welfare should satisfy the following conditions. 

(1) Equal increases in economic welfare, at any rate after 
income is greater than a certain amount, should correspond to 
more than proportionate increases in income; (2) economic wel- 
fare should tend to a finite limit, as income increases indefinitely ; 
(3) economic welfare should be zero for a certain amaunt of 
income, and negative for smaller amounts. These conditions are 
satisfied, if we assume that the relation of economic welfare to 


: : da: 1 
income is of the form dw = —, so that w=c -——, where c is a con- 
a“ x“ 


stant. For then, however large x becomes, w can never become 
: 1 ; ; 
larger than c, and, when = is less than e w is negative.! If we 


adopt this formula, which appears to be a good compromise of 
its kind between plausibility and simplicity, the corresponding 
measure of inequality is— 


9 ] 
ne— c— — 
Ga _ Va 
n 1 
me — — C— — 
rh xh 


where Za is the harmonic mean of the individual incomes, and 


1 If it were practicable to fix a unit of economic welfare, it would have to be 
fixed, in relation to the unit of income, so that both these attributes of c would 
hold good. There is no theoretical objection to this. 
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c, as already stated, the reciprocal of the minimum income, which 
yields positive economic welfare. 

Both the measures of inequality obtained above are simple 
in form and have a certain theoretical elegance. But neither is 
readily applicable to statistics. The arithmetic mean is, indeed, 
easily calculated from perfect statistics, and fairly easily approxi- 
mated to from imperfect statistics, but the corresponding calcu- 
lations for the geometric and harmonic means are very laborious, 
when the number of individual incomes is large, and the corre- 
sponding approximations, especially for the harmonic mean, are 
practically impossible, where the statistics show more than a 
small degree of imperfection. The first of the two measures, 
moreover, involves an estimate of the income necessary for “bare 
subsistence,” and the second an estimate of the minimum income 
which yields positive economic welfare. And neither of these 
estimates are easily made. Nor, of course, have we really any 
precise knowledge of the functional relation between income and 
economic welfare. 

4, Failing such precise knowledge, we may still lay down 
certain general principles, which shall serve as tests, to which 
various plausible measures of inequality may be submitted. We 
have, first, what may be called the principle of transfers. Main- 
taining the assumptions laid down in Section 2 above, we may 
safely say that, if there are only two income-receivers, and a 
transfer of income takes place from the richer to the poorer, 
inequality is diminished.! There is, indeed, an obvious limiting 
condition. For the transfer must not be so large, as more than 
to reverse the relative positions of the two income-receivers, and 
it will produce its maximum result, that is to say, create equality, 
when it is equal to half the difference between the two incomes. 
And we may safely go further and say that, however great the 
number of income-receivers and whatever the amount of their 
incomes, any transfer between any two of them, or, in general, 
any series of such transfers, subject to the above condition, will 
diminish inequality.? It is possible that, in comparing two dis- 
tributions, in which both the total income and the number of 
income-receivers are the same, we may see that one might be able 
to be evolved from the other by means of a series of transfers 


1 Compare Pigou, Wealth and Welfare, p. 24. 

2 Inequality is certain to be diminished by a series of transfers such that 
all transfers from A, the richer, to B, the poorer, still leave A richer than, 
or just as rich as, B. But if some of the transfers make B richer than A, 
t is possible that the effects of the series of transfers might cancel out and 
eave the inequality the same as before. 


No. 119.—vou. xxx. BB 
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of this kind. In such a case we could say with certainty that 
the inequality of the one was less than that of the other. 

5. Let us now apply the principle of transfers to various 
measures of dispersion used by statisticians for measuring in- 
equality in general. A distinction may be drawn between measures 
of relative dispersion and measures of absolute dispersion. 
Measures of relative dispersion will be simply numbers, while 
measures of absolute dispersion will be, in the present case, 
numbers of units of income. Most of the general measures of 
dispersion proposed by statisticians are measures of absolute dis- 
persion, but are easily transformed into measures of relative 
dispersion, when divided by an appropriate divisor. 

Consider first the mean deviation from the arithmetic mean. 
This measure is the sum of two parts, one of which comprises 
the deviations above, the other the deviations below, the mean.! 
It is a bad measure, judged by the principle of transfers, for it is 
unaffected by transfers within either part, provided that no 
income previously above the mean is reduced below it, and con- 
versely. The transfer of a given sum from incomes above the 
mean to incomes below it, as, for example, by the provision of 
old age pensions for persons of small incomes from the proceeds 
of a tax on large incomes, would obviously reduce the mean 
deviation. But it would be unaffected, if such pensions were pro- 
vided by a tax levied on those whose incomes were just below 
the mean, or if additional comforts for millionaires were provided 
from a tax on those whose incomes were just above the mean, 
provided that none of the latter were reduced below the mean 
by the tax. 

The mean deviation is a measure of absolute dispersion. If 
we divide it by the arithmetic mean, we obtain what we may 
call the relative mean deviation, which is equally insensitive to 
transfers wholly above or wholly below the mean. 

Consider next the standard, or mean square, deviation from 
the arithmetic mean, i.e., the square root of the arithmetic 
average of the squares of deviations from the arithmetic mean. 
The standard deviation is perfectly sensitive to transfers,? and 
thus passes our first test with distinction. Dividing the standard 


1 Thus if 8, is the sum of the deviations of incomes greater than the mean 
and §S, the sum of the deviations of incomes less than the mean, the mean 


deviation = *(8,+8,), where v is the total number of incomes, 


2 For, if § be the initial standard deviation of any distribution of n incomes, 
and 3’ the standard deviation after an amount h has been transferred from an 
income 2, to an income 2, all other incomes remaining the same, we have 
n3(5*§—3'*)==2h(2,—2,) - 2h. Therefore 3=3', only if h=o or if h=2,—z. 
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deviation by the arithmetic mean, we obtain what may be called 
the relative standard deviation. This, too, is perfectly sensitive 
to transfers. 

Consider next Professor Bowley’s quartile measure of disper- 
sion, Qs ~Q , Where Q, and Qs are quartiles.! This is a measure 

Ws + 
of relative dispersion. It is sensitive to transfers, in so far as 
these involve movements of the quartiles, but not otherwise. In 
this respect it is somewhat more sensitive than the mean devia- 
tion, but much less sensitive than the standard deviation. 

An interesting measure of dispersion, which has not, I think, 
hitherto attracted the attention of English writers, is Professor 
Gini’s mean difference, which, as applied to incomes, is the arith- 
metic average of the differences, taken positively, between all 
possible pairs of incomes.? It may be shown that this mean 
difference is equal to the weighted arithmetic mean of deviations 
from the median, the weights being proportionate to the number 
of incomes, increased by one, which are intermediate in size 
between the median and the income whose deviation is being 
considered.* The mean difference, thus defined, is a measure of 
absolute dispersion. Dividing it by the arithmetic mean, we 
obtain a measure of relative dispersion, which may be called the 
relative mean difference. The mean difference, whether absolute 
or relative, is perfectly sensitive to transfers. 

Another interesting measure of inequality is based upon what 
some writers have called a Lorenz curve.‘ (See next page.) 
This is a simple and convenient graphical method of exhibiting 
any distribution of income, provided that our interest is confined 
to proportions, rather than absolute amounts, both of total income 
and of the number of income-receivers, 

Along the axis Ox are measured percentages of the total 
income, and along the axis Oy the minimum percentages 
of the total number of income-receivers, who receive various 
percentages of the total income. For example, if the 
richest 20 per cent. of the population received 75 per cent. 
of the total income, this fact would determine one point (x=75, 
y=20), upon the Lorenz curve. A perfectly equal distribution 


1 Compare Bowley, Elements of Statistics, p. 136. 

2 See, for a discussion of this measure, Gini, Variabilita e Mutabilita. 

® Gini, ibid., pp. 32-33. 

‘ Originally proposed by Mr. M. O. Lorenz, Publications of the American 
Statistical Association (1907), Vol. ix, pp. 209 ff. M. Séailles also recommended 
it, apparently independently, in 1910 in his Répartition des Fortunes en France, 
pp. 56-7. Sir Leo Chiozza Money had already given hints of this measure in his 
Riches and Poverty, first published in 1905. 

BB2 
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would be represented by the straight line OP inclined at an angle 
of 45° to either axis. An unequal distribution would be repre- 
sented by a curve, such as OQP, lying below the line OP. If 
MP is perpendicular to OM, OM=MP=100, and an obvious 
measure of inequality is the area enclosed between the Lorenz 
curve and the line of equal distribution OP. The larger this area, 
the larger the inequality. 


y P 











M x 


A remarkable relation has been established between this 
measure of inequality and the relative mean difference, the former 
measure being always equal ‘to half the latter.? 

Something will be said below concerning Professor Pareto’s 
well-known measure of the inequality of incomes. But this 
measure cannot be tested, with reference to the principle of trans- 
fers, since it is based upon a supposed law, according to which, 
if the total income and the number of income-receivers are known, 
the distribution is uniquely determined. 

6. So far, then, as tested by the principle of transfers, the 
standard deviation, whether absolute or relative, and the mean 
difference, whether absolute or relative, are good measures; Pro- 
fessor Bowley’s quartile measure is a very indifferent measure ; 
the mean deviation, whether absolute or relative, is a bad measure ; 
and Professor Pareto’s measure evades judgment. But the scope 
. of the principle of transfers, as a test of measures of inequality, 
is narrowly limited. It can only be applied to some cases—and 
by no means to all—in which both the total income and the 
number of income-receivers are constant, and distribution varies.? 


1 For a mathematical proof of this see Ricci, L’ Indice di Variabilita, pp. 22-24. 
The proof was first given, apparently, by Professor Gini. Another most elegant 
proposition, due to Professor Ricci (ibid., pp. 32-33), is that, if any straight line 
be drawn parallel to the line of equal distribution, then all the Lorenz curves, 
to which this straight line is a tangent, represent distributions having the same 
relative mean deviation. 

2 Professor Pigou (Wealth and Welfare, p. 25 n.) uses the following argument 
to prove that, in these circumstances, a reduction in the standard deviation will 
probably increase aggregate satisfaction. “If A be the mean income and 
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It cannot be applied when either the total income or the number 
of income-receivers varies, or when both vary simultaneously. 
For these more general cases further tests are required, and three 
general principles suggest themselves as serviceable for this 
purpose. 

7. We have, first, what may be called the principle of pro- 
portionate additions to incomes. It is sometimes suggested that 
proportionate additions to, or subtractions from, all incomes will 
leave inequality unaffected.!_ But, if the definition of inequality 
given above be accepted, this is not so. It appears, rather, that 
proportionate additions to all incomes diminish inequality, and 
that proportionate subtractions increase it. This is the principle 
of proportionate additions to incomes just referred to. A general 
proof of this principle presents difficulties, and is not attempted 
here, but the proof in two important special cases is easy. For, 
first, assume, using the same notation as in Section 3 above, that 
the relation of income to economic welfare is w=loga. Then, 
if 6 be the inequality of any given distribution, we have 


a log 2a 
log 2 





Let all incomes be multiplied by @ and let 5’ be the inequality 
of the new distribution. 


a,, @,.... deviations from the mean, aggregate satisfaction, on our assumption 
=nf(A) (ay tagt ..) Sty yatta t Stay tat o) Sb oe 
But we know that a,+a,+....=0. We know nothing to suggest whether the 
sum of the terms beyond the third is positive or negative. If, therefore, the 
third and follpwing terms are small relatively to the second term, it is certain, 
and, in general, it is probable that aggregate satisfaction is larger, the smaller 
is (a,?+a,2+....). This latter sum, of course, varies in the same sense as 
the .... standard deviation.’” This argument would be strong, if all deviations 
were small, z.c. if inequality were already very small. But when, as is the 
case in all important modern communities, a number of the deviations are very 
large, it is quite likely that successive terms in the expansion will go on increasing 
(numerically) for some time, and this is specially likely as regards the series of 
alternate terms, which involve deviations raised to even powers. This likeli- 
hood will vary according to the form of the function f, but it seems clear that 
the third and following terms cannot, in general, be neglected. It follows that, in 
general, there is no certainty and only a somewhat low and problematical degree 
of probability, that a reduction in the standard deviation will increase satis- 
faction. There is no reason to suppose that it is not at least equally probable 
that a reduction in certain other measures of dispersion will have the same effect. 
One good test of the relative appropriateness of various measures of the 
inequality of incomes would be the relative probability that a reduction in 
such measures would increase economic welfare (or satisfaction), on the as- 
sumption that both the total income and the number of income receivers were 
constants. But the evaluation of such relative probabilities presents difficulties. 

1 See, e.g., Taussig, Principles 0 Economics, II, p. 485. 
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Then eae aa = and, since %>2, we have 5>8’, if 
log 6>0, that is to say, if 6>1. 

Similarly, <8’, if 6<1. 

That is to say, proportionate additions to all incomes diminish 
inequality. and proportionate subtractions increase it.! This is 
true, if x is the total income of any individual. A fortiori, it is 
true, if x is surplus income in excess of “bare subsistence.” For 
equal proportionate additions to surplus income involve larger 
proportionate additions to total income, when the latter is large, 
than when it is small. A series of transfers from richer to poorer 
will, therefore, transform proportionate additions to surplus 
incomes into proportionate additions to total incomes. 

Next assume that the relation of income to economic welfare 





is w=0-. Then, if 6 be the inequality of any given distribu- 





1 

Ct—— 

. Ce 
tion, we have 6= i: 
ct--— 

rh 


Let all incomes be multiplied by 6 and let 5’ be the inequality 
of the new distribution. 


1 
a 

Then 8’= . 7 and we have 8>8', if (%,—a%) (@—-1)>0. 
°~ Ox, 


But %g>%. .*. 6>8’, if O>1. 

Similarly, <8’, if 6<1. 

That is to say, proportionate additions to all incomes diminish 
inequality, and proportionate subtractions increase it. 

8. If the principle of proportionate additions to incomes thus 
enunciated be provisionally accepted as true generally,’ and not 
merely for the particular hypotheses just examined, a second 
principle follows as a corollary. This may be called the principle 
of equal additions to incomes, and is to the effect that equal 
additions to all incomes diminish inequality and equal subtrac- 
tions increase it. Here, again, a direct general proof presents 


1 If we write 3=2,/z,, instead of 8=log 2z,/ log z,, proportionate additions or 
subtractions will leave inequality unaffected. It follows that x,/z, is not a mere 
simplification of the measure log 2,/ log x, arrived at in section 3 above, but is a 
distinct, and inferior, measure. 

2 The additions must, of course, be genuine. Inequality in this country 
would not be diminished by reckoning everyone’s income in shillings, instead of 
in pounds. Units of money income in any two cases to be compared must have 
approximately equal purchasing power. 
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difficulties, though several writers have regarded the principle as 
so obvious that no proof is required.! But as a corollary of the 
preceding principle the proof is easy. For, let, the total addi- 
tional income involved in proportionate additions to all incomes 
be redistributed among income-receivers in such a way as to 
make equal, instead of proportionate, additions to all incomes. 
Then the addition to maximum economic welfare attainable is 
the same in both cases. But the addition to economic welfare 
actually attained is obviously greater, when additions to incomes 
are equal, than when they are proportionate. Therefore, 
inequality is smaller after equal additions have been made than 
after proportionate additions have been made, the total additional 
income being the same in both cases. But proportionate addi- 
tions reduce inequality. Therefore, a fortiort, equal additions 
reduce inequality.” 

9. The third principle may be called the principle of propor- 
tionate additions to persons, and is to the effect that inequality 
is unaffected if proportionate additions are made to the number 
of persons receiving incomes of any given amount. This, again, 
is easily proved. For the maximum economic welfare attainable 
and the economic welfare actually attained will both have been 
increased in the same proportion, and hence their ratio will be 
unaltered. 

10. We may now test, by means of these three principles, the 
measures of inequality which have already been tested by means 





of the principle of transfers. 


yield the following results :— 


Simple mathematical operations 


Effect of 
Proportionate Equal Proportionate 
Additions to Additions to Additions to 
Upon: Incomes. Incomes. Persons. 

Absolute Mean Deviation. ... Increased ... Unchanged Unchanged 
Relative Mean Deviation. Unchanged... Diminished Unchanged 
Absolute Standard Deviation. Increased ... Unchanged Unchanged 
Relative Standard Deviation. Unchanged... Diminished Unchanged 
Bowley’s Quartile Measure. ... Unchanged... Diminished Unchanged 
Absolute Mean Difference. ... Increased ... Unchanged Unchanged 
Relative Mean Difference. Unchanged... Diminished Unchanged 


Here the three absolute measures of dispersion give one set 
of identical results, and the four relative measures another. None 


1 « An equal addition to everyone’s income 


more equal than they would otherwise be.” 


Economy, p. 137. See also Loria, La Sintesi Economica, p. 369. 

2 Or alternatively, the total additional income being given, a distribution 
involving equal additions to all incomes may be evolved from a distribution 
involving proportionate additions to all incomes by,means of a series of transfers 


from richer to poorer. 





obviously makes incomes 
Cannan, Elementary Political 
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of the seven measures pass the test of proportionate additions to 
incomes, but the relative measures come nearer to doing so than 
the absolute measures.! The relative measures pass the test of 
equal additions to incomes, but the absolute measures do not. 
All seven measures pass the test of proportionate additions to 
persons. We may therefore eliminate the three absolute measures 
from further consideration. As between the four relative 
measures, the order of merit established by reference to the 
principle of transfers may stand, so far, unchanged, viz. :— 


land 2. Relative standard deviation and relative mean differ- 
ence (bracketed equal). 

3. Bowley’s quartile measure. 

4. Relative mean deviation. 


11. Can Professor Pareto’s measure be brought into this order 
of merit? ‘This is a relative measure, which is only applicable 


when distribution is approximately of the form y= A where x 


is any income, y the number of incomes greater than x, and A 
and a constants for any given distribution, but variables for 
different distributions. Assuming this formula for distribution, 
which, as Professor Bowley has shown,* is the same thing as 
assuming that the average of all incomes greater than 2 is pro- 
portional to 2, Professor Pareto treats a as the measure of ine- 
quality, in the sense that, the greater a, the greater inequality. 
It follows mathematically that “neither an increase in the mini- 
mum income nor a diminution in the inequality of incomes can 
come about, except when the total income increases more rapidly 
than the population.” * In other words, increased production per 
head is both a necessary condition and a sufficient guarantee of 
a diminution of inequality. 

Professor Pareto’s law, about which much has been written 
both by way of criticism and of qualified appreciation, implies 
a uniformity in distribution, which makes it impossible to apply 
either the principle of transfers or the principle of equal additions 
to incomes. Like the four other measures just considered, it is 


1 It should be noticed that, if we are comparing the inequality of two 
distributions by means of a measure which is unchanged by proportionate 
additions to incomes, it is not necessary that the unit of money income in 
the two distributions should have approximately the same purchasing power. 

2 Compare Pareto, Cours d’Economie Politique, II, pp. 305 ff, and Manuel 
d’ Economie Politique, pp. 391 ff. 

3 Measurement of Social Phenomena, p. 106. 

* Cours, II, pp. 320-1. 
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unchanged both by proportionate additions to incomes and by 
proportionate additions to persons. It has been suggested’ that 
this measure, where it is applicable, will be in general accord 
with other plausible measures of dispersion. But, in view of the 
investigations of Italian economists, this is very doubtful.” It 
seems on the whole more likely, though the question requires 
further study, that, in order to bring it into general accord with 
other measures, the Pareto measure should be inverted, so that, 
the greater a, the smaller inequality. But such an inversion will 
explode Professor Pareto’s alleged economic harmonies, and it 
will follow, according to his law, that increased production per 
head will always mean increased inequality ! 

According to Professor Gini,* many actual distributions of 
income approximate to the formula 


n =le, or log n = 6 log s—log ¢, 


where s is the total income of the n richest income-receivers and 
5 and c are constants for any given distribution. He proposes 6 
as a measure of inequality, or “index of concentration,’ as he 
prefers to call it, such that, the greater 5, the greater inequality. 
This formula is a more convenient variant of Professor Pareto’s, 


such that 8=—* 1 sand, as @ diminishes from any quantity greater 


than one down to one, 6 increases up to infinity. 

The equation log n=8 logs -—loge is easily transformed into 
that of a Lorenz curve. For, if N is the total number of income- 
receivers and S the total income, we have 

log N=6 log S - log c. 


slog 5, = Blog & ‘ 


8 
nee = y d . = = 7 7 i 
Putting NW = 100 an 3 = 100 we have the equation of a 
y - bl 
Lorenz curve, log 100 8 log i00 
or y = E# ° 
100 100. 


1 See, e.g., Pigou, Wealth and Welfare, pp. 25 and 72. 

? See Bresciani, Giornale degli Economisti, August 1905, pp. 117-8, and January 
1907, pp. 27-8. Ricci, L’Indice di Variabilita, pp. 43-6, Gini, Variabilita p. 65 
and pp. 70-1. Compare also Persons, Quarterly Jonrnal of Economics, 1908-9, 
pp. 420-1, and Benini, Principii di Statistica Metodologica, p. 187. Professor 
Benini inverts Professor Pareto’s measure, but apparently without realising that 
he has done so. 

3 Ibid., pp. 72 ff. 
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The area enclosed between this Lorenz curve and the line of 
equal distribution is— 


3(100)? — | yda 


100 
= 2 - 
= (100) li (i00y dx 


= cvoxt-g4,) 


Thus, the greater 6, the larger is the above area, and the larger 
the relative mean difference.' There is thus some ground for 
believing, though I do not here definitely commit myself to the 
belief, that the reciprocal of Professor Pareto’s measure is a mere 
variant of the relative mean difference, in the particular case, 
when distribution is approximately according to Pareto’s law. 
In this particular case, then, Professor Pareto’s measure would 
have no independent significance, and, in the more general case, 
when distribution may depart widely from Pareto’s law, the 
measure has, of course, no general significance at all. It will, 
therefore, be provisionally set aside in this discussion. 

12. Returning to the four measures set out in order of merit 
at the end of Section 10, this order is based on theoretical advan- 
tages. But account must also be taken of practical applicability 
to statistics. Both the relative mean deviation and the quartile 
measure are more easily applicable than either of their two 
rivals to perfect statistics, and applicable, with less risk of serious 
error, to imperfect statistics. As regards perfect, or nearly perfect, 
statistics, the advantage of the former pair over the latter relates 
only to laboriousness and not to accuracy, and is not, therefore, a 
matter of great importance. But, as regards markedly imperfect 
statistics, such as are actually available, the advantage relates to 
accuracy as well as to laboriousness and is, therefore, vital. 

The provisional conclusion which suggests itself, is as fol- 
lows. When statistics are so imperfect, that neither the relative 
standard deviation nor the relative mean difference can be 
applied with any expectation of reasonable accuracy, we must 
make shift with the relative mean deviation and the quartile 
measure. It is some palliation of the comparative insensitiveness 

1 This index 8 has been used by several Italian writers in enquiries into dis- 
tributions of income. See, e.g., Savorgnan, La Distribuzione dei Redditi nelle 


Provincie e nelle Grandi Citta dell’ Austria, and Porru, La Concentrazione della 
Ricchezza nelle Diverse Regiont d’ Italia 
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to transfers, which is a defect of both the latter measures, that 
each is sensitive to many possible transfers, to which the other is 
insensitive. If, therefore, both give the same result in any parti- 
cular comparison, their evidence is to some extent corroborative. 

If statistics are so far improved that the relative standard 
deviation and the relative mean difference are applicable, these 
are to be preferred to the two measures just mentioned. If a 
single measure is to be used, the relative mean difference is, 
perhaps, slightly preferable, owing to the graphical convenience 
of the Lorenz curve. Probably, however, it will be desirable, at 
any rate for some time to come, not to rely upon the evidence of 
a single measure, but upon the corroboration of several. Given 
perfect, or nearly perfect, statistics, it is worth while considering 
whether corroboration may not also be sought from the measure 


log va applied, for the sake of simplicity, to total incomes, 


and not to surplus incomes in excess of the requirements of “bare 
subsistence.’’ For this measure passes our test of proportionate 
additions to incomes, which none of the other four survivors do. 
In most practical cases, no doubt, these five measures will give 
results pointing in the same direction, but in some cases they 
may not do so. 

Meanwhile, the chief practical necessity is the improvement 
of existing statistical information, especially as regards the 
smalier incomes. This paper may be compared to an essay in a 
few of the principles of brickmaking. But, until a greater abun- 
dance of straw is forthcoming, these principles cannot be put to 


the test of practice. 
HuGuH DALtTon 








REVIEWS 


Currency and Credit. By R. G. Hawrtrey. (London: Long- 
mans, Green and Co. 1919. Pp. vii+393.) 


THIS is one of the most original and profound treatises on the 
Theory of Money which has appeared for many years. It is so 
“‘mixed” a book—mixed, that is to say, in the sense of com- 
bining two or three quite different kinds of book in one—and is 
so odd a combination of lucidity and obscurity, of easy writing 
and indigestible lumps, that it may be a little time before its 
full reputation is achieved. But it is a book with some funda- 
mental thought in it, and likely, in my judgment, to exercise a 
significant influence on future expositions of monetary theory, at 
any rate in England. 

The author has thrown together three separate treatments of 
his subject in a way which seems to suggest that they have some 
more intimate connection in his own mind than they are likely 
to have in the reader’s. The first treats of the Philosophy or 
Logic of Monetary Theory, the second of some descriptive and 
realistic aspects of the subject (the Foreign Exchanges, Systems 
of Note Issue, and so forth), and the third of its History. The 
second of these is, I think, much inferior to the others, being 
insufficiently realistic to be valuable from that point of view and 
not necessary to the rest of the book. The two other sections 
are each of the utmost interest, though the connection between 
them is slight. 

Mr. Hawtrey begins with an inquiry into the logical origin of 
money, as distinguished from its historical origin. No one who 
cares to think deeply about money ought to omit to read the first 
three chapters and the last chapter of the book, from which he 
will gather Mr. Hawtrey’s central idea. Let him then turn to 
Chapters VIII and X (if he finds, as he well may, Chapters IV 
to VII a little stodgy). It will be useless for me to attempt to 
summarise these chapters, but a few indications may be given. 

There are three ways of approaching the subject open to the 
lecturer or the writer of to-day. There is the crude approach of 
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the Bullionist, who regards a lump of metal as normal tissue and 
all other growths as cancerous, well represented by Mr. Haw- 
trey’s quotation from Canning : “I contend that a certain specified 
weight of gold or silver, of a certain fineness, is the only definition 
of a pound sterling which an Englishman, desirous of conforming 
to the laws of his country, is bound to regard or understand.” 
There is also the over-subtle Cartalist approach of Knapp, with 
its whole emphasis on the State and the legal-tender aspect of 
money, as Hegelian and German as Canning’s is Johnsonian and 
English, yet a great intellectual advance on what preceded it. 
And, finally, there is Mr. Hawtrey’s not less subtle doctrine of 
an abstract Money of Account and his theory of “the unspent 
margin.” Mr, Hawtrey imagines a civilised society without a 
currency and without a legal tender, and yet requiring and 
employing a unit for the measurement of debts, which involves 
them in many of the same complexities and consequences as we 
experience ourselves ; whence he argues that the abstract money 
of account is more fundamental than either the nature of the 
circulating currency or the character of the laws, which we shall 
understand all the better by studying the raw element before it 
has been embodied and established by the one and the other. 

From his doctrine that “the total effective demand for com- 
modities in the market is limited to the number of units of the 
money of account that dealers are prepared to offer, and the 
number that they are prepared to offer over any period of time 
is limited according to the number that they hope to receive,” 
Mr. Hawtrey passes easily and naturally to his enunciation of the 
Quantity Theory by reference to the “unspent margin ’’—that is 
to say, the aggregate of unspent purchasing power in circulation. 
The quantity theory, according to him, equates the unspent 
margin of purchasing power, which is a total of monetary units, 
to the command over wealth which the people hold in reserve, 
and so determines the value of the monetary unit in terms of 
wealth. Let the reader turn to the original for further elucida- 
tion of this sentence. It is not dissimilar to a doctrine which has 
long been expounded first by Dr. Marshall and then by Professor 
Pigou, more amply in lectures than in print; but anyone who 
ponders and understands Mr. Hawtrey’s’ theories of an abstract 
money of account and of the unspent margin will know a great 
deal more about the subject than is at all usual. 

Mr. Hawtrey’s treatment of Financial Crises and his linking 
on of this to his theory of an abstract Money of Account is also 


1 T surmise that Mr. Hawtrey arrived at his results independently. 








364 THE ECONOMIC JOURNAL [SEPT. 


a most interesting section of the book. There is in any credit 
system, according to him, an innate tendency towards deprecia- 
tion. ‘Credit is by nature unruly. It is always straining at its 
tether, or, rather, it is perpetually starting to run away, and then 
being pulled up with a jerk when the limit of inflation consistent 
with the maintenance of the metallic standard is reached.” “A 
crisis may be regarded as a struggle to maintain the standard of 
value. . . . The true significance of a crisis is this—that when 
the monetary unit has been allowed to depreciate it can only be 
restored at the cost of increasing the burden of all debts, and that, 
if this is done too suddenly, the debts outweigh the assets of the 
debtors and cause a multitude of failures.” A tendency towards 
expansionism makes currency seem scarce and leads to a clamour 
for more currency, although the cure can only lie in contraction. 
Yet “a central bank or a government will only be human if 
before the protests of the business world it shrinks from the para- 
doxical course of remedying a shortage of currency by making a 
still greater shortage.” 

There remains Mr. Hawtrey’s history (some substantial 
extracts from which have already appeared in THE Economic 
JOURNAL). His chapters on the Assignats and the Bank Restric- 
tion of 1797 are the most important. The details he has collected 
are fascinating, especially to us who live in the currency turmoil 
of to-day. So much has been written already on the Bank 
Restriction that it might be thought difficult to add anything 
substantial. But Mr. Hawtrey’s conclusion, that the Bank 
Restriction was primarily due to the demand for gold in France 
following on the abandonment of the Assignats, is, so far as I 
know, novel. Mr. Hawtrey’s survey of English currency from 
the Tudors to the final establishment of the gold standard and 
his account of the final triumph of this standard over its com- 
petitor (though much more hackneyed) are also useful. In the 
old dispute between the historical and analytical schools of 
Political Economy, the former seemed sometimes to argue that 
Economics ought only to be written by economic historians. Mr. 
Hawtrey is able to make the tenet plausible that economic history 
should only be written by economists. Sometimes, perhaps, 
more instruction can be extracted from the past by one who is 
accustomed to interpret the present than vice versa. At any rate, 
it may be a sign of the times that so pure a theorist as Mr. 
Hawtrey should be so much interested in economic history. I 
agree with him in thinking that the economist cannot do without 
it, and will find it more and more relevant to his study of the 
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present, now that the transitional and altogether abnormal episode 
of the nineteenth century is over and done with. 

Mr. Hawtrey takes, in conclusion, a brief forward glance. He 
points out how at this moment the always-present tendency to 
inflation is accentuated. “If the supply of savings is insufficient 
to make such rapid progress with the reconstitution of the coun- 
try’s capital as traders desire, then the borrowers will tend to 
supplement savings with temporary borrowings.” He discusses 
with much wisdom the problem of the future of the standard of 
value—whether it should be restored to its former parity with 
gold, or stabilised somewhere near its present level. ‘“ Financial 
correctitude,” he concludes, “if pressed to the point of pedantry, 
may lead to a vice of deflationism as bad in its way as infla- 
tionism.” Here is a grain of comfort for the City from the 
Director of Financial Enquiries at the Treasury. 

J. M. Keynes 


The Skilled Labourer, 1760--1832. By J. L. Hammonp and 
BarBaRA HamMonD. (London: Longmans. 1919. Pp. x+ 
397.) 


LikE Mr. and Mrs. Hammond’s earlier books, this is a study 
of the government of a nation which was from the human 
standpoint economically diseased, by puzzled and unsympathetic 
men who did not recognise the symptoms. It is not in any sense 
an exhaustive account of skilled labour in the period under review. 
The only groups of labourers whom we get to know intimately 
are the miners of one area (Tyne and Wear) and the textile 
workers of all areas, including the framework knitters. A pure 
economist dealing with this period under the “skilled labourer” 
rubric would no doubt have introduced us to a few Londoners 
besides the Spitalfields weavers. He would have gone to Bir- 
mingham and Sheffield and Northampton; and would have dis- 
cussed the creation in this period, for,it really came to that, of 
the most important type of skilled labourer in the whole modern 
world—the engineer. 

These are not criticisms of the book, which is not that of a 
pure economist, but indications of what is to be expected from 
it. There are two chapters on the miners; five on the textile 
workers ; three fascinating chapters on the Luddites, which make 
contributions of first-rate value to local and general history; and 
a final chapter, in illustration of the methods of government, on 
“The Adventures of Oliver the Spy” and agent provocateur. 
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In previous volumes Mr. and Mrs. Hammond’s research 
among the Home Office papers yielded results of great value for 
social history, but of rather less value for economic history proper. 
With this volume it is different. As apparently a good deal of 
working-class correspondence was tapped in the cabinet notr of 
the Home Office, and as the book has a great deal to say about 
the relations of various working-class organisations, the material 
supplied by these “intercepts,” as diplomatists of the period called 
them, is invaluable. So are the spies’ reports of trade union and 
other meetings, though they need—and receive—careful handling. 
For instance, the Spitalfields weavers are in correspondence with 
Dublin in 1769 (p. 205); and that powerful union of the wool- 
combers holds congresses in the teeth of the Combination Laws 
in 1812 (p. 202). Now and again Home Office material suffices to 
upset some bit of legendary industrial history; as, for instance, 
the notion that Luddite trouble at Loughborough drove the lace 
trade from the Midlands to Devon (p. 242). Of course, when 
the Luddite trials begin or when the military are being moved 
to check real or imaginary plans for violence, the Home Office 
evidence is indispensable. 

The generals whose unpleasant business it was to obey Mel- 
bourne, Sidmouth and Castlereagh come out on the whole very 
well. Sir Henry Bouverie in 1830 takes a view of a spinners’ 
strike which one can imagine being labelled to-day “ pro-Bol- 
shevik” by the kind of person who uses that kind of phrase 
(p. 1383). And Maitland—Waterloo Maitland of the Guards who 
“upped and at ’em,” I think—is very cool about the type of 
employer who “would have made the military probably the 
means of lowering the labour of his workmen even below their 
present level” at Manchester in 1812 (p. 257). 

Of industrial history proper much the strongest chapter is the 
long one (p. 136-205) on “The Woollen and Worsted Indus- 
tries.” It is divided by craft; spinners, woollen weavers, croppers, 
worsted weavers, woolcombers. In each case the exact amount 
of “industrial revolution” that occurred within the period and 
its effects are most admirably gauged. Perhaps the decay of 
Norwich is a trifle ante-dated (p. 153, and cf. this JourNaL, XX., 
195 sqq.); but it is hard to find a real defect in the handling of 
a very intricate business, and there is abundance of fresh informa- 
tion about working-class organisations and the attitude of Govern- 
ment towards them all along the line. It is curious to notice 
how hard the old tradition of Government regulation of the wool 
industries died. As late as 1805 the notion is being discussed 
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sympathetically in Whitehall (p. 185). Even an interview of the 
croppers with the Prime Minister is suggested, quite in the 
modern manner (p. 185). Though a fair amount has been written 
about the wool industries at this time, there is nowhere an 
account so well balanced or so informing, quite apart from the 
new matter. 

Cotton offered the authors a less promising, because a better 
tilled, field. The main interest lies in the various aspects of the 
minimum wage agitation among weavers, which generally took 
the form, and not only in cotton, of a suggestion that the Spital- 
fields Act should be extended. This must be taken in connection 
with the silk chapter, where Home Office papers and the calendars 
of Domestic Papers for the eighteenth century are made to add 
very appreciably to our knowledge of the circumstances in which 
the Act originally passed. There is also some new matter from the 
Place MSS. and elsewhere in connection with the repeal of the 
Act in 1824. The authors have, however, overlooked the valu- 
able House of Lords report on silk of 1823, to which attention was 
called in this JOURNAL in 1916 (Vol. XXVI., p. 469), and the 
discussion of the whole question there, which bears on several 
of the points with which they deal. The retention of the Spital- 
fields system, though not so impossible as its critics suggested, 
would yet not have been so simple a matter as Mr. and Mrs. 
Hammond seem to imply. 

The chapters on the North Country colliers hardly show so 
much knowledge of the whole economic setting of the labour 
problem as do the textile chapters. The short account of the 
famous selling agreement among masters, the “Newcastle Vend” 
(p. 24-5), for instance, takes no notice of the full discussion in 
Hermann Levy’s Monopole, Kartelle und Trusts. But they 
contain a very full narrative of the relations of employers and 
employed for the whole period, with plenty of illustrations of 
opinion from both sides. The balance is fairly held, though per- 
haps not with such scrupulous fairness as in the wool chapters, 
where the authors’ strong sympathies for one side never lead to 
the least misrepresentation of the other. 

Bronté enthusiasts, if reference to such people is permissible 
here, will find in the chapter on the Yorkshire Luddites more 
personal detail about the defence of Mr. Moore’s mill and every- 
one concerned in it than one could have believed to exist. The 
Home Office papers are a mine of information on such matters. 
As for Oliver the Spy, if his career had not been so discreditable 
to the rulers of England who employed him, one could enjoy it 
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unreservedly from its obscure start in Shropshire to its close in 


a Government job at Capetown. 
J. H. CLAPHAM 


Co-operation at Home and Abroad. By C. R. Fay. (P. 8. King 
and Son. New Edition.) 


THERE would probably be little difference of opinion among 
students of co-operation as to the value of Mr. Fay’s Co-operation 
at Home and Abroad. With the exception of Mr. Cahill’s official 
report on co-operation in Germany, which is too detailed and too 
much specialised for beginners, it is almost the only monograph 
on co-operation as a whole which could possibly be used as a 
text-book. 

At the time when it was written it represented the first 
attempt of a trained economist, writing in the English language, 
to give co-operation its proper place in the field of economic 
science. It differed from the earlier work (excellent in its way) 
of such men as Messrs. Wolff and Holyoake in the fact that it 
was a dispassionate estimate rather than a piece of special plead- 
ing by an enthusiast, and that it dealt with co-operation as a 
form of organisation, and not as a particular method of advancing 
the interests of farmers on the one hand or urban consumers on 
the other. 

In these circumstances we looked forward with keen satis- 
faction to the appearance of a new and revised edition of the bock. 
Perhaps the very keenness of the anticipation makes disappoint- 
ment inevitable, but we must frankly confess to a feeling of great 
disappointment. The co-operative world has undergone since 
1908, not merely a tremendous quantitative change, but also a 
spiritual development, so to say, which has made many of the 
principles laid down in this book as fundamental subject to a 
considerable revision. We can well understand the cogency of 
the reasons, stated in the preface, which prevented Mr. Fay from 
attempting, under the pressure of more urgent work, a complete 
revision of his text. But, short of this, two things surely might 
have been done. In the first place the more important statistics 
might have been revised in footnote or appendix, and a few para- 
graphs added where the significance of any change in the figures 
seemed to call for explanation. Secondly, and this is of far more 
importance, some insertions might have been made in the text 
dealing with co-operation in the United Kingdom, which would 
have prepared the reader for the abrupt change of scene to which 
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he is introduced by the new chapter at the end of the book. This 
chapter is Mr. Fay’s only concession to the demands of modernity ; 
we are informed that the facts contained in it were largely collated 
by a pupil of his, Mr. Rashad, who visited the various centres. 
As a statement of fact it is in the main admirable, and the way 
in which the facts and figures have been condensed and epito- 
mised deserves the highest praise. The point of which we com- 
plain is that the reader who has no detailed acquaintance with the 
developments which have taken place in the intervening years 
must necessarily find it almost impossible to reconcile statements 
in the original text with other summary statements on the same 
subject which are presented to him in the new chapter; and we 
feel that he has a right to expect that some explanation should 
be offered. 

Failing this, a good deal of confusion is almost bound to arise. 
As a concrete illustration, take what is said on p. 105 as to the 
opposition of the I.A.O.S. to the policy of the “general purpose ” 
society, and compare it with the reference to the progress of the 
same societies on p. 897. A complete change of attitude is shown, 
but the nature of the process which brought it about is hardly 
even hinted at. In the same way there is a reference on p. 105 
to the “ Agricultural Wholesale Supply Society.” On p. 397 this 
body is referred to by its proper name, the “Irish Agricultural 
Wholesale Society.” The discrepancy is small, but it is just 
these small discrepancies which perplex the student, and one 
cannot help feeling that careful attention to the revision of the 
text would have got over the difficulty. There is one serious 
mistake on p. 393-4, in the statement that when credit societies 
are registered under the Industrial and Provident Societies ‘Act, 
they are prohibited from engaging in supply and sale—which is 
just the contrary of the facts. 

Finally, we cannot help feeling it to be a pity that in the 
new chapter we are practically confined to a résumé of bare 
facts and figures without any particular estimate of values. The 
inevitable result is a certain lack of proportion, which is perhaps 
most clearly shown by the devotion of seven whole pages to the 
activities of the Women’s Guild of the Co-operative Union. 

None of this criticism must be taken as reflecting on the value 
of Mr. Fay’s original work nor the desirability of republishing it. 
We can all fee] that we welcome a second edition, but at the same 
time we are justified in feeling that we cannot let Mr. Fay rest 
content with the book now before us. We have still a claim 


against him to bring his work on this badly neglected subject 
cc 2 
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up to date, and we cannot accept the present tender in satisfac- 
tion of that claim. On the whole we could wish that he had 
contented himself with a simple re-issue (with a few necessary 
corrections) and had promised us an entirely new book on the 
subject at a later date. 
Perhaps, however, it is not even now too late to hope for this. 
LIONEL SMITH-GORDON 


Immigration and Americanisation. Selected Readings. Compiled 
and Edited by Puitip Davis. (Boston: Ginn and Co. 1920. 
Pp. xii+770.) 


THIS volume is particularly designed to meet the needs of high 
schools, colleges, universities, and chautauquas (!) for a hand- 
book on these twin subjects. It consists of articles and documents 
ranging from an Act of Congress to private letters of Polish 
peasants, and from a lecture delivered in 1853 to chapters which 
appear to have been written specially for publication in this work. 

, Part I., which relates to Immigration, begins with chapters 
on the history and causes of the movement, and proceeds to study 
successively the various sources from which immigrants have been 
drawn ; the change which occurred during the twenty years before 
the war in the type of immigrant ; the racial, economic, and social 
effects of immigration ; and legislation dealing with the question. 
The reader has before him a mass of material bearing on many 
aspects of a subject of absorbing interest. During the three 
hundred years which have elapsed since the arrival of the Pilgrim 
Fathers, the country which is now the United States has, as we 
are reminded in a noteworthy paper by Professor Leon Marshall, 
experienced an inflow of three great sections of the human races 
—European, African, and Asiatic. The European movement has 
been largely voluntary, the African largely forced, and the Asiatic 
largely met by restriction. The methods adopted to check the 
immigration of Chinese and Japanese are interestingly described, 
and it is remarkable to learn that Japanese, Chinese, and other 
Eastern Asiatic subjects, because neither white nor black, are 
ineligible to become American citizens by process of naturalisa- 
tion, while some of the Western Asiatics stand in the shadow of 
doubt. With negro immigration and the negro problem generally 
the book does not deal: no doubt the editor felt that the subject 
was too large to be taken up here. With regard to immigration 
from Europe, we read that since the formation of the Govern- 
ment and up to the year 1900, 22,000,000 people had come in, 
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of whom 7,500,000 were from the United Kingdom, over 5,000,000 
from Germany, nearly 1,500,000 from Norway and Sweden, 
2,500,000 each from Austria-Hungary and Italy, and 2,000,000 
from Russia, including Poland. These figures indicate that even 
twenty years ago the white population of the United States con- 
tained a very substantial non-British element, though it still 
consisted predominantly of people of the Baltic races. For some 
years before the end of the nineteenth century a marked change 
had been noticeable in the sources from which immigrants were 
drawn, and the tendency became much more marked in the first 
fourteen years of the twentieth century. The chief sources from 
which immigrants were drawn moved increasingly to Southern 
and Eastern Europe. America was confronted with the problem 
of absorbing a huge stream of immigrants consisting mainly of 
Italians and various Slav races, alien in tongue and still more in 
traditions from the great bulk of those who had gone before. The 
effects of this immigration upon the racial composition of the 
American people seem likely to be entirely disproportionate to the 
number of immigrants, if we may judge by past experience as 
described in these pages. There seems to be no room for doubt 
that immigration has tended to check the rate of increase of 
the native-born population. General Walker claims that it is 
possible to demonstrate statistically that during certain periods 
immigration has caused the native-born American population to 
be smaller than it would otherwise have been by an amount 
almost exactly equal to the amount of immigration during’ these 
periods. It is to be noted, moreover, that newly-arrived immi- 
grants and their immediate descendants are more prolific than the 
rest of the population, so that the older stocks have been rapidly 
going back in relative importance. It is not clear whether some 
of them may not be diminishing absolutely. 

The future course of immigration into America is wrapped 
in uncertainty, depending as it does, not only on conditions in 
Europe, but also on the willingness of the United States to accept 
those who may wish to immigrate. Restrictive legislation tends 
to become more and more severe. The Immigration Law of 1917, 
which codifies and extends previous legislation on the subject, lays 
down for the first time a literacy test, providing, with important 
exceptions, that all aliens over sixteen years of age, physically 
capable of reading, who cannot read the English language, or 
some other language or dialect (including Hebrew or Yiddish), 
are to be excluded from admission into the United States. It 
may be expected that this test will chiefly affect the stream of 
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immigration from Eastern and South-Eastern Europe. Unless 
post-war immigration from those parts of Europe is absolutely and 
relatively to other streams very much less than before the war, it 
is difficult to see how the racial composition of the American 
people can remain much longer even substantially Baltic. It will 
be a mixture of almost every European race, no doubt. speaking 
in the main the English language and accepting institutions in 
the main of Anglo-Saxon origin. The pages of this book, though 
they do not attempt to make any forecast, contain interesting 
discussions on the racial and social effects of immigration on 
which it would be tempting to enlarge were space available. We 
could have wished, however, that the editor had seen fit to enable 
us to dig rather more deeply into the statistical evidence; as it 
is the reader cannot but feel at many points that he is required 
to take a good deal on trust. 

Book II. deals specially with the various problems connected 
with Americanisation. We are given an insight into some of the 
yovernmental and other machinery for dealing with aliens (e.g.. 
the California Immigration Commission) and for educating them 
to be American citizens. There is an interesting chapter on the 
distribution of immigrants, in which it is concluded that the 
congestion of the foreign-born in the large cities, particularly the 
seaboard cities, is in no sense an evidence that the arrivals linger 
or stagnate there. “On the contrary, the foreign-born population 
of the United States is in a process of incessant and most rapid 
immigration over the face of the country, following the allure- 
ments of economic advantages and opportunities as they present 
themselves.” Generally speaking, we get the impression that the 
process of assimilating immigrants is remarkably rapid, and that 
the American-born children of the immigrants grow up thoroughly 
American. It is not, however, made clear at what rate the pro- 
cess of actual race mixture is going on. It is, moreover, a matter 
for regret that, though published in 1920, this is practically a pre- 
war book in that the effects of the war upon the process of 
Americanisation and on immigration are barely referred to. We 
glean merely incidentally that the war has acted upon the 
American international communities like the wrong kind of acid 
dropped into a solution, and that it has started a reverse action 
by resharpening nationalistic prides. 

Generally, this book possesses the virtues, as well as the 
defects, of a selected collection of readings. On the one hand, a 
considerable amount of useful matter is rendered available, which 
deals from many points of view with the principal features of the 
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subject. On the other hand, the chapters are of unequal merit, 
are apt to overlap, and fail to give that clear impression which 
results from unity of design and unity of authorship. The use- 
fulness of the work is increased by the inclusion of a compre- 
hensive bibliography. C. K. Hopson 


Free Trade, The Tariff and Reciprocity, by F. W. Taussica, Ph.D., 
Litt.D., Henry Lee Professor of Economics in Harvard Uni- 
versity; sometime Chairman of the United States Tariff 
Commission. (New York: The Macmillan Company, 1920. 
8vo. Pp. 219). 


WuHO0s0 will be wise in the policy of Customs duties let him 
ponder the writings of Professor Taussig. Historian of the United 
States Tariff, ex-Chairman of the Massachusetts Tax Commission 
and of the United States Tariff Commission, |-: has studied the 
facts from the life and is as full of matter as an egg is of meat. 
Add a mastery of theory, a power of lucid exposition, and a 
balanced but decisive judgment, and we have all the requisites of 
a good guide. The publisher’s announcement on the cover of the 
present volume that “the war has rendered virtually obsolete all 
earlier discussions of the Tariff” is not a felicitous recommenda- 
tion of eleven reprinted articles, for the most part published before 
the war, one of them reproduced “without change from the 
Quarterly Journal of Economics for October, 1892.’’ So far from 
being virtually obsolete the articles set time at defiance. The 
strong salt of realism preserves them from decay. 

The author “would not have the reader infer that he is an 
unqualified Free Trader,” but he says the same thing of Adam 
Smith with whom he is in very good company as a “qualified ” 
Free Trader in the sense in which we speak of a qualified profes- 
sional man. His reservations are cold comfort for the Protec- 
tionist. “The case in favour of free trade has indeed always 
seemed to me primd facie strong ; and prolonged investigation and 
reflection have served to confirm me in this opinion. There may 
be offsetting advantages which rebut the presumption . . . The 
young industries argument seems to me still to point to some pos- 
sibilities of ultimate gain. Again, there are political and social 
arguments as to the avoidance of extremes and of undue fluctua- 
tions in industry.” But the practical conclusion is in favour of 
pruning the American protectionist system, of a gradual movement 
to lower duties, and of the abolition of such duties as cannot justi- 
fy their continuance. We doubt whether much protection in the 
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United States of to-day would survive the acid test last suggested. 

The Free Trader will find in these articles an arsenal of facts 
in condemnation of particular forms of protection, and will be 
gladdened by the scathing and destructive analysis of “scientific 
tariffs’’ based upon costs of production. The essay, ‘‘ How Tariffs 
Should not be. Made,”’ is a useful warning to politicians, and the 
discussion of Tariff Commissions and what can or cannot be ex- 
pected of them derives peculiar force from the author’s experience. 
A good example of Professor Taussig’s skill in historical investiga- 
tion is afforded by his research into the authenticity of the phrase 
attributed to Abraham Lincoln: “When we buy manufactured 
goods abroad we get the goods and the foreigner gets the money. 
When we buy the manufactured goods at home, we get both the 
goods and the money.” The Professor tracks down the birth of 
the phrase to 1894 and shows that it originated with R. G. Inger- 
soll. “The economist,” he says, “breathes a sigh of relief on 
finding that Lincoln’s great name cannot be associated with it ’— 
a view more bluntly expressed by my old friend Horace White 
when, some years ago, he wrote to the New York Evening Post 
“My reason for thinking that Lincoln never said this is that he 
was not a fool.” 

The reader will turn with interest to the last article in the book, 
“Tariff Problems after the War,” but will find in it nothing 
beyond the views current and dominant in economic circles here. 
The old absolute Free Trader who would not admit that there are 
or can be any circumstances which justify even a temporary 
departure from Free Trade was almost extinct before the War. 
Most things in this world are relative. The feeling of relativity 
in Free Trade is strong in some economists and weak in others, 
but so long as their minds are open to consider judicially and 
scientifically the pros and cons of a particular case in fulness of 
detail, they are in keeping with the attitude of Professor Taussig. 

Henry Hiaccs 


Effects of the War on Money, Credit and Banking in France and 
the United States. By B. M. ANDERSON, Jun., Ph.D. (New 
York : Oxford University Press. 1919.) 


THIs book is one of a series of preliminary economic studies 
of the war for which the Economics and History Division of the 
Carnegie Endowment for International Peace is primarily 
responsible. Professor Anderson completed his work in the 
autumn of 1918, so that the survey does not cover quite the whole 
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of the war period. This in itself 1s unfortunate, and the date of 
completion has proved a considerable disadvantage to the author 
in other respects. If he had written the book to-day, he would 
have had possession of many additional facts, and he would not 
have found it necessary to exercise so much reserve in the expres- 
sion of his views. Nevertheless, the volume is a very valuable 
one. Professor Anderson has supplied us with a great deal of 
information which is not easily obtainable elsewhere, and his 
interpretations of the facts which he records are always interest- 
ing. It is a distinct advantage to the general reader that very 
little space is devoted to the discussion of pure theory, though 
the omission will disappoint those who wish to understand how 
Professor Anderson reconciles his views with regard to the quan- 
tity theory with the events of the war period. 

The chapter on the currency and banking system of France 
before the war is chiefly interesting on account of the attack 
made upon the view that notes constitute the chief medium of 
payments in that country. ‘That notes and coins are used in 
the major number of transactions is doubtless true. It would 
probably be true in the United States. But that notes and coins 
are used in making the major part, in pecuniary magnitude, of 
the payments in France is probably untrue.’’ This criticism is 
doubtless well founded, and it shows how important it is that in 
France, as elsewhere, we should direct our attention to changes 
in the volume of all forms of currency, not merely to the size 
of the note issues. 

On the whole, Professor Anderson is optimistic about the 
future of France. He does not seem to consider that her war 
debt will cause any serious risk of insolvency, and he even con- 
templates the possibility of a resumption of specie payments at 
the old legal rate within a comparatively short period. It is 
impossible to feel very confident that these hopes will be realised. 
Indeed, many of the best authorities are now of the opinion that 
France must inevitably default upon, or be forgiven, much of her 
foreign debt, and that she must resign herself to stabilising 
exchange on the basis of a new franc with a much reduced legal 
gold value. 

There is a good deal of justification for Professor Anderson’s 
criticism of the gold policy of the Bank of France on the ground 
that it has lacked courage. Indeed, his criticism might well 
have been extended to a wider field. The whole financial 
policy of the French Government has been singularly lacking in 
courage and correspondingly damaging to the country’s credit. 
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The space devoted to the history of the war finance of the 
United States is relatively small. This is disappointing. The 
United States of necessity played a very large part in the arrange- 
ment of the international financial transactions of the war period, 
and even American readers would have been interested in a full 
account of them. It is true that many of the most important 
facts are still unknown to those outside the walls of Government 
offices, but it would have been possible to collect a great deal of 
interesting information from the Press of neutral countries. Pro- 
fessor Anderson’s discussion of the foreign trade and foreign 
exchanges of the United States suffers very much from lack 
of knowledge of the facts. It is impossible to reconcile his 
chart of the exchange rates in neutral countries with his opinion 
that ‘the improvement in dollar, sterling, and franc exchange in 
the neutral markets has been chiefly due to the efforts of Generals 
Foch, Haig, and Pershing, rather than to the financial measures 
of those who have sought to substitute indirect measures for the 
direct shipment of gold.” Nor, to take a particular case, is it 
correct to attribute the recovery of the Allied currencies in Madrid 
during the summer of 1918 to the defeat of the German armies in 
France. A glance at the chart already referred to will show that 
the recovery started months before that defeat, when the military 
position of the Allies was very far from being satisfactory. In 
truth, in this particular case of Spain, as in the case of other 
neutral countries, the financial measures of the Governments con- 
cerned played a very big part in the movements of exchange rates. 
Moreover, the success of the Allied financial negotiations really 
depended much more upon the strength of the Allied economic 
position than upon the military position. At a comparatively early 
stage of the war Spanish iron ore became almost indispensable to 
the Allies, if the war was to be continued. At the same time Spain 
could hardly exist unless she sold the ore. In the winter of 1917/ 
1918 the Argentine wheat crop became indispensable to the Allies. 
Critical situations such as these were frequently overcome by com- 
bined financial and commercial agreements, and the conclusion of 
these agreements usually reduced the strain on the exchanges, or 
even turned them in favour of the Allies. In certain cases failure 
to conclude an agreement would have produced, not merely an 
adverse exchange, but inability to obtain exchange at all. If 
Professor Anderson could obtain the facts and would write a 
history of these international negotiations, he would throw fresh 
and most interesting light upon some of the most important 
incidents of the war. Oswatp T. FAK 
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War Thrift. | Government Control of the Liquor Business in 
Great Britain and the United States. By THomas NIxon 
CaRVER. (New York : Oxford University Press. Pp. 68, 192.) 


Born these studies are written with special reference to 
recent war conditions. As in the Essay on the ‘‘ Foundations 
of National Prosperity,’’ Professor Carver condemns the 
waste and loss caused to the community by anyone— 
whether labourer or captain of industry—who, after a certain 
point is reached, prefers leisure to remunerative exertion. The 
desire for luxuries stimulates to further efforts, and so far is useful. 
A nation which expends its surplus energy on the production of 
luxuries is also better equipped in times of crisis than one whose 
people cease their labours as soon as the necessities of life have 
been secured. But this advantage lies in the existence of a surplus 
of energy, and depends absolutely on the willingness of the people 
to cut off the luxury and divert their liberated energies to useful 
production. 

As regards Government control of industry in war time, the 
writer holds that Government decree conferring “‘ priority,”’ 
according to its lights, is a singularly clumsy and unscientific 
method of dealing with the problem. He suggests that the con- 
sumer rather than the producer should be reached, and proposes 
the heroic expedient of increasing our income tax until we are 
forced to cut down consumption to essentials. If private 
persons had, either from inclination or necessity, reduced their 
demand for commodities in the same ratio in which the Govern- 
ment increased its call for labour and materials, there would have 
been no total increase of purchases and no inflation of prices. 
Government borrowing is much less effective, since many lenders 
use their holding of Government Stock as a basis for obtaining 
credit, and spend as much as before. The essay concludes with 
@ vigorous appeal for thrift in the public interest. 

The greater part of the monograph on the Liquor Traffic 
deals with the war experiences of Great Britain, from which the 
writer expected that the United States might learn useful lessons. 
Given Professor Carver’s views on the conservation of resources 
—natural and human—it was to be expected that he would regard 
the production and consumption of alcohol in war time as nothing 
less than a sin against the life of the community. Drunkenness on 
the part of officers is the cause of irreparable blunders; on the 
part of soldiers and sailors, it means loss of dependability ; among 
civilians, impaired efficiency and diminished output. The amount 
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of foodstuffs actually diverted to the production of alcohol is con- 
siderable. The contention that alcoholic drinks possess food value 
cannot be taken seriously, since even its supporters are not willing 
to reduce their other food rations in proportion to the alleged food 
value of their drinks. The value of the liquor traffic to the re- 
venue is disposed of just as briefly. The buying of alcoholic 
drinks does not create new wealth, and the revenue might just as 
well be levied by a tax on any other product or purchase. 

The restrictive measures adopted by Great Britain during the 
war are discussed in detail, the text of the various Acts and 
Orders in Council are quoted in full, and their effects described. 
However effective legislation might be, the writer points out that 
the “demagogic ” aspect of the situation cannot be ignored. A great 
war is as much a demagogic as it is a military or an economic 
problem. This was never overlooked by the British authorities, 
whose line of action was always gradual and apologetic, the effort 
being always “to go as far as it was felt safe to go.” The writer 
does not actually blame the authorities for timidity, though he is 
clearly of the opinion that a great opportunity has not been ex- 
ploited to the full. In describing the American situation, he lays 
stress on the difference between the British and American 
problems, and traces this to differences of temperament and 
climate. The tendency towards excessive drinking he declares 
to be much stronger in America than in Europe. This has pro- 
vided its own antidote in the form of a positive and uncom- 
promising hostility towards drink in all its forms. The tendency 
of the majority is to look upon all drinking with abhorrence, and 
for at least forty years before the war, America inclined towards 
prohibition rather than control. The writer describes the 
drastic steps taken to deal with the war situation, culminating 
in the Prohibition Amendment. As this, however, had not yet 
been put into effect, there was nothing definite to discuss in the 
way of results. Professor Carver is clearly anxious to be impar- 
tial, but, beyond describing the demagogic aspect of the problem, 
he gives us no suggestion of a policy for dealing with it. The case 
for temperance reform can always be stated with the most com- 
pelling force and lucidity. ‘The difficulty comes when emotional 
abhorrence, on the one side, has to find a practical mode of dealing 
with the more powerful, and unfortunately more widespread, 
emotions on the other side, 

H. REYNARD 
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Il Problema delle Finanze Post-Bellica. By Uvict ErNavpt. 
(Milan: Fratelli Treves. 1919.) 


THIS volume consists of five lectures delivered at the Universita 
Bocconi, Milan, in March 1919, which are general elementary 
discussions on the taxation problems occasioned by the war, with 
considerations as to the possible future ways of meeting the 
interest charges on the Italian national debt. The comments con- 
tained on Italian legislative and administrative difficulties, both 
inherent and future, are the main interest. 

As the lectures were delivered nearly eighteen months ago, they 
suffer somewhat the fate of all topical discussions, but the chief 
factor of war debts remains constant and indeed, in the case of 
Italy, has become accentuated. 

Professor Einaudi, confining himself to fiscal problems and 
excluding currency questions, is occupied in ascertaining in what 
way the interest on 60 milliards of lire debt and the standing 
government expenses are to be covered. The interest charges he 
reckons at three milliards per annum. 

The problem of taxation in Italy is clearly twofold. There is, 
in the first place, the system of taxation to be adopted and, 
secondly, the practical application necessary to secure the success 
of the operations. Italy is so richly endowed with sound theorists 
such as Prof. Einaudi that there should be no more difficulty in the 
future than there has been in the past in formulating sane schemes 
of taxation, but the real obstacle, as peeps out in the lectures on 
more than one occasion, lies in the task of administration. Post- 
war national finance can only be faced with the help of drastic 
taxation, such as income tax, E.P.D. and capital levies, in other 
words by heavy direct taxation for which the Latin countries, both 
by character and temperament, are little inclined. The problem of 
the hour in Italy is not so much the nature of the taxation to be 
imposed as the difficulty of collecting whatever taxes are decided 
upon. 

It is with this difficulty in mind that in his first lecture, Prof. 
Einaudi has words of censure for the administrators of Italy 
between the years 1900 and 1912. The healthy state of the country 
in that period would have allowed radical reforms in the contribu- 
tory system. Instead, Italy began the war with no inventory of 
income or capital. Such statistics as there were showed the total 
taxable incomes in Italy to exceed little more than a milliard a 
year. The figure was the ludicrous but natural result of a govern- 
ment with no powers or system of investigation and without 
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access to the books of the trading community. It has to be 
remembered also that Italy has no institute of chartered 
accountants. 

The state of affairs has, however, been considerably improved 
by the strength and determination with which the government has 
tackled the question of war profits and the innovations introduced 
constitute what he declares to be the greatest administrative 
benefit that Italy has derived from the war. It is now a question 
of grafting the E.P.D. machinery on to the permanent fiscal 
system and of elaborating some method of ascertaining the pre-war 
wealth of individuals, without which no satisfactory way will be 
found of raising by direct taxation either the three milliards of 
annual interest charges or reducing the National Debt, which 
now considerably exceeds the 60 milliards estimated by the 
lecturer. 

The lectures were delivered at the moment when the Meda 
project was launched. Cabinet changes caused this to be super- 
seded by the proposed Schanzer “ Financial Omnibus” of Novem- 
ber, 1919, in turn altered by Sig. Luzzatti this year and still in 
abeyance pending the views of his successor. 

Private wealth in Italy, Prof. Einaudi estimates, with what is 
now perhaps too modest an allowance for the rise in prices, at 
160 milliards. A levy on capital, he maintains, would be easier 
in an industrial country, such as Great Britain, than in agricul- 
tural Italy. Whilst English critics assert that the reduction of 
the national debt might give place to other extravagances on the 
part of the Government, such fears, he maintains, are not war- 
ranted to the same degree in Italy. Great Britain has already 
covered her interest charges to a great extent by direct taxation, 
whereas Italy has still to find the means of meeting her liabilities. 
In the latter case, it is a choice of two evils, but nevertheless he 
pronounces neither for nor against the levy. He fears that if the 
levy takes the form of annual payments such sums will tempt the 
Government to employ the proceeds to other ends. The effect also 
on future saving causes him anxiety. “That which is above all 
important for the future is not the existing capital, but that which 
has to be created and which will accumulate by degrees. Existing 
capital does not disappear by such extraordinary taxation, houses, 
land and works are not destroyed. Only the proprietary title 
passes from certain individuals to the State, which in turn cedes 
the title to other private individuals who surrender their public 
debt certificates in exchange ” (page 136). 

The Italian tax collector is faced with the difficulty of bearer 
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bonds, which predominate to the virtual extinction of registered 
stock. The Schanzer scheme proposes the extermination of such 
bonds by heavier taxation than that imposed on inscribed holdings. 
Prof. Einaudi does not allude to any such method of forced extine- 
tion, and considers no other solution than the payment of interest 
less tax with the onus of recovery devolving on holders with small 
incomes. The abolition of bearer bonds, he maintains, can only 
be the outcome of international agreements. The disappearance 
of this form of certificate would certainly give greater stability to 
the Italian stock market and violent speculations on the approach 
of annual meetings, such as occurred this spring in the case of the 
Banca Commerciale, would be avoided. 

Other suggestions for the future taxation are more construc- 
tive. Prof. Einaudi would institute special taxes on profits 
accruing to those firms which have the privilege of Government 
contracts to the exclusion of foreign rivals. The same theory he 
would apply to all firms enjoying trading concessions, as is already 
admitted in the case of the note-issuing institutions, whereby the 
state participates in any profits exceeding five or six per cent. The 
lectures were given when the fever of Consortia under Government 
auspices was at its height. These were formed, and to some 
extent are still in being, to liquidate existing supplies. Prof. 
Einaudi condemns them most justly as being vicious in their ten- 
dency to maintain prices and to cover up the delinquencies of 
the Government. Their profits also he would tax. 

The only novelty in indirect taxation suggested is the excise 
on wine. ‘The lecturer maintains that the industry would actually 
benefit by a tax paid at the source. Growers having to anticipate 
large sums to the Government would require large capital and 
would, therefore, have to be stronger financially, whilst the pro- 
duction of inferior wines with low alcoholic density would decline 
and the general quality of the output be improved. The absence 
of low-quality wine would stabilise prices and prevent heavy falls 
in years of crisis, whilst land now producing poor wine would be 
turned automatically to the production of grain. One is tempted 
to doubt whether the placing of wine production on the same basis 
as sugar would really be a benefit to the country : the estimated 
yield of 500 millions is, however, not to be despised. One further 
doubt is permissible, and that as to the extent to which Prof. 
Einaudi would have us believe that the income tax in England is 
avoided by the subterfuge of fictitious recipients. 

There is a noteworthy misprint on page 140, where Pitt is 
proclaimed Prime Minister in 1912. W. H. Hasta 
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The Physiology of Credit and Money. By Oswatp St. Crair. 
(P. §. King and Son, Ltd. Pp. 170.) 


Tuis little book contains matter of interest, as an attempt to 
explain the working of the money and credit system. It appears 
open to criticism, however, as failing to make clear the con- 
nection between alterations in the volume of credit and in the 
volume of income. The author insists that credit does not raise 
prices, that the aggregate of value of goods sold in the retail 
market is limited by the aggregate of income, and that whole- 
sale dealings can only vary the distribution of profits between the 
parties, without adding to the total. An increase in the level of 
prices appears to be regarded as due to the direct spending of 
new gold (or legal tender money). The author’s illustrative 
physical analogies and diagrams are useful up to a point, but he 
does not appear to admit all the logical conclusions of his own 
argument. On p. 121, for instance, the sentence: “The aggre- 
gate price realised by all the goods sold at R will not exceed the 
aggregate income of the people,’’ like many other sentences, 
seems to ignore the fact that that income is not given as a fixed 
thing. If credits are expanded, the income stream also is ex- 
panded. If dealers make more profits, that, for them, is income. 
If a manufacturer gets a credit and buys goods and pays wages, 
that credit goes into somebody’s income stream, and if the credits 
are being created faster than they mature, the income stream 
swells. An increase of gold or legal tender notes counts for far 
more than its mere numerical total as an addition to the aggregate 
of “money,” because it can be made the basis of a much larger 
total of increase of credit. It is suggested that this point should 
be dealt with, even though, for the purpose of preliminary explana- 
tion, it is doubtless simpler to explain the working of credit on 
the assumption that credits created are not, for the time being, 
exceeding those maturing. C. F. BICKERDIKE 


The State Debt and the National Capital. (Methuen. Pp. 78.) 


THE anonymous author of this little book propounds a novel 
and ingenious scheme, or, rather, a principle capable of being 
worked out in many alternative schemes, for dealing with the 
national debt. The proposal starts from recognition of the fact 
that any successful system of paying off the debt must have the 
effect of lowering the rate of interest generally, and will there- 
fore raise the market value of securities. Holders of securities and 
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of property generally will therefore benefit by this enhancing of 
values, and for that reason they may reasonably be called upon 
to shoulder the main burden of redemption. Instead of a capital 
levy, however, what is proposed is a compulsory special levy on 
income from capital (the definition of “unearned” income requir- 
ing, perhaps, to be more scientifically made than it is at present), 
the levy to be made, it is ‘suggested, each year for twenty-five 
years, at the rate of 5s. in the £1. It is proposed, however, that 
this should not be a pure levy, but that new State bonds should 
be issued to the payer of the nominal value of £100 for every 
£100 of levy paid, but bearing 24 per cent. interest (the actual 
rate might be more, or even less, but 24 per cent. is taken for 
illustration). The author calculates that this new bond, which 
would be redeemable at par, would have a market value to start 
with of about £60, in view of the prospect of its ultimate redemp- 
tion at par, so that the burden imposed would be really £40 
instead of £100, and against this there is the further consideration 
that the amount of taxation which would otherwise be required 
for a sinking fund would be remitted. It is estimated that a debt 
of 7,500 million at 5 per cent. would be replaced, in twenty-five 
years, by one of 5,000 million at 2} per cent.,and that the capital 
value of the 24 per cent. bonds would by then be somewhere near 
£100. The substantial economic argument for the scheme is that 
it would increase considerably the volume of real savings. If the 
State merely took £40 from a taxpayer he might or might not 
save some of the rest of his income, but if £100 is taken, and a 
bond worth £60 given in return, the chances are that most people 
would not sell the bond to spend the money. Business people 
might borrow on it for business purposes, but it is contended, with 
good reason probably, that there would be an increase of savings, 
and it is therefore not necessarily fallacious to contend that in 
the long run the property-owners who paid the levy would not 
be worse off, excepting for loss of interest, and the nation as a 
whole would gain by the increase in the volume of real capital. 
The debt of £5,000 million at 24 per cent. which would remain 
at the end of twenty-five years would be lightly borne. 

The actual figures and detailed calculations would require 
revision in the light of more recent knowledge, and need not be 
referred to here. The further proposal, however, that increments 
of capital value other than that of the war loans should be taxed, 
seems hardly fair. The unfortunate holder of consols which had 
been bought before the war may well contend that if the value 
rises again in the course of years, he is only getting a very belated 
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return for the sacrifice he has already suffered in having the pur- 
chasing power of his income halved for many years, in addition 
to having to pay his quota of the proposed levy. 

As a method of dealing with the permanent debt, the scheme 
is well worthy of consideration, and the pros and cons might be 
argued outa little more fully. The book will not be found easy 
reading. In particular, the working of the “anticipatory ” scheme 
is not easily followed. One would also like to be convinced that 
the levy would not be just as liable to be “raided” as an ordinary 
sinking fund. Suppose, as is sure to be the case, that the Govern- 
ment requires to borrow additional money for various purposes; 
are they to be expected to go on paying off the old debt under 
this scheme, and simultaneously creating another debt at the 
current rate of interest? One rather suspects that long before 
the twenty-five years had run, other uses would be found for the 
money produced by the levy. At present, however, and for some 
years to come, the floating debt is the problem, and the scheme 
is capable of being adapted to meet this problem by increasing the 
rate of interest given on the bonds, and increasing also the amount 
of the levy. The £200 millions per annum contemplated in the 
model scheme propounded in the book would not give a sufficiently 
rapid repayment of the floating debt. 

In conclusion, one must express thanks to the author for a 
very suggestive and acute exposition of the problem. 

C. F. BickerDIKE 


Economie Industrielle et Sociale. Par TWAuRENT DECHESNE. 
(Liége : Joseph Wykmans. Pp. 105.) 


Liconomie Colomale. Par LAuRENT DecHEsnr. (Liége: Joseph 
Wykmans. Pp. 88.) 


Economie Géographique. Par Laurent Drcuersnr. (Litge : 
Joseph Wykmans. Pp. 287.) 


Economie Coloniale. Par Laurent Decnesne. (Liége : Joseph 
Wykmans. Pp. 237.) 


In these four volumes Dr. Laurent Dechesne covers practically 
the whole of the ground of what he terms applied economics. 
By far the greater part of his space is occupied with descriptive 
economics; in the two first volumes there is also a certain modi- 
cum of economic theory. The four books, however, do not claim to 
be treatises in any sense of the word, but merely compilations 
in the form of brief notes*for the use of students, and we can 
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well imagine that students will find them of assistance, especially 
for purposes of revision. What has struck us most in the series 
as a whole is their completeness. Practically every economic 
aspect of industry, commerce, geography, and colonisation is 
touched upon. In preparing these volumes Dr. Dechesne claims 
that he has been guided by long years of experience in teaching 
economics at a college of commerce, and, looking at these books 
from the point of view of a student preparing for examinations, 
we are bound to say that the author’s experience must have been 
comprehensive. The subject-matter is divided up into numbered 
paragraphs; the text is accompanied by diagrams, graphs, and 
maps; but we fear we cannot praise the illustrations, which are 
not large enough or clear enough, in the majority of cases, to be 
of much use. Each volume is also supplied with a good working 
index, and what the student will possibly find most useful is the 
bibliography at the end of each section. It is of interest to note 
that after the reference books on capital Dr. Dechesne informs 
his readers that the greater part of the books on capital are not 
in French. M. EPSTEIN 


Introduction to Economics. By ProressorR JOHN Roscor 
TuRNER, PH.D. (London: George Allen and Unwin. 1919. 
Pp. xvi+641. Price 15s. net.) 


Elementary Econonucs. By PRoFEessor FRANK ‘TRACY CARLTON, 
Pu.D. (New York: The Macmillan Company. 1920. 
Pp. 209.) 


From authors in the United States come two additions to the 
now considerable numbers of single-volume text-books for the 
unlearned. Professor Turner, believing that economic institu- 
tions can only be adequately comprehended in the light of their 
historical development, introduces his subject by four chapters 
which hurry us from, the primitive huntsman vid slavery, guilds, 
and the industrial revolution to present-day industrialism. The 
basis of our existing economic order he sees in the institution of 
private property—a dangerous foundation for an autocratic society, 
but safe enough for a democracy ; for Professor Turner optimistic- 
ally holds that the characteristic feature of democratic govern- 
ment is ‘‘unselfishness and the rule of common-sense,’’ ‘To the 
psychological feelings about our private property and the embar- 
rassing limitation of Nature’s bounty, which give rise to the 
problems of value and price, Professor Turner devotes a consider- 


able part of his book. It seems a pity that he has decided to 
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introduce a revised terminology into his discussion of the theory 
of value. ‘Terminology is the weakest part of theoretical 
economics, and we do not warit it still further weakened. Least 
of all is it kind, in a volume which professes only “to prepare the 
mind of the student for the study of more advanced and specialised 
works,” to use terms in a sense wholly inconsistent with that 
which the student will find elsewhere accorded to them. No one 
can object to Professor Turner substituting “desirability” for 
“utility,” or the “Law of Proportionality” for our undeniably 
absurd “diminishing returns.” But it is confusing to learn that 
value is a purely individualistic matter, by no means necessarily 
coincident with power in exchange, for which the term “price” 
is reserved. And when the author comes to discuss the functions 
of money as a standard of value, or the labour-cost theory of value, 
he is confronted with the ordinary use of the words ; and confusion 
becomes worse confounded. 

The most useful parts of the book will probably be found to 
be the chapters on money and banking, and a brief discussion of 
the principles of population which has the merit—a great one in 
the treatment of a burning issue—of being wholly inconclusive. 
Anyone who wants to know what money is and ought to be 
(Professor Turner says that inter alia money ought to be beauti- 
ful), how its purchasing-power is determined and measured, what 
a bank is and does, will find these things explained in Professor 
Turner’s book in a way which relieves the student of the too 
frequent necessity of digging for home-truths under a mass of 
obscurantist technicalities. 

The book shows how the national dividend is shared out by 
the various factors of production. The chapters on distribution 
have not, however, anything to say on the wider problem of 
explaining the existence of haves and have-nots, and their relative 
numbers. The key to the discussion of rent and interest is the 
author’s desire to expose the folly of elaborating a separate theory 
of rent. Here he is surely knocking at open doors. Intelligently 
interpreted, the statement to which he objects—that rent is not 
an element in cost—only means what Professor Turner himself 
says—that the payment made for the use of a rent-bearing agent 
is governed by the anticipated value of the services it will render, 
rather than by the pain and grief which the owner of the agent 
endured in its creation. Interest Professor Turner holds to be 
based on a preference (called a “‘time-discount ”) for a bird in the 
hand over a bird in the bush. The common views that the rate 
of interest is determined either by the rate of productivity of 
capital, or by the supply of loanable money on the market, are 
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dismissed as ‘‘two of the most persistent fallacies in economics.’’ 
But will not the rate of productivity of capital affect the “time- 
discount” of borrowers? And is not the statement that the rate 
of interest is governed by the supply of loanable money only a 
way (though a slovenly way, to be sure) of saying that the scarcity 
of accumulated wealth is an essential reason why a payment 
should be made for its use? The refutation of these “fallacies ” 
(with which we may compare the pains the author takes to show 
that cost of production does not govern price) makes the 
argument sometimes rather difficult for the purposes of an 
introduction. 

Professor Turner says of his book that it is an “outgrowth of 
class-room discussions.” It bears the marks of not having 
entirely outgrown this genesis. Though enlivened by many 
anecdotes, the book reads rather like a lecturer’s notes. For this 
reason it will probably be of more use to the teacher than to the 
student. 

Professor Carlton’s book is plainly designed to be a first reader. 
The principle on which the author has acted has evidently been 
that it is better to tell the beginner a little about everything 
rather than to rub only a few important matters well in. To 
carry this out in two hundred pages means to attain a very high 
degree of condensation. It means also to some extent to sacrifice 
readableness to completeness. Beginning with a survey of the 
business of getting a living as evolved by mankind in general and 
the United States in particular, Professor Carlton leads us on to 
a discussion of fundamental economic concepts. Under this 
heading he covers that large part of economics which consists of 
propositions that all of us might have, but very few of us have, 
thought of for ourselves. Throughout the author follows estab- 
lished lines and follows them clearly ; and his abstract discussions 
have the great merit of being backed up by concrete facts adduced 
from the country in which he is writing. From fundamental 
concepts Professor Carlton turns to economic problems, to which 
he devotes more than half his book. He has several admirable 
chapters on Labour, its payment, its organisation, and its unrest ; 
and he includes, what such text-books too often omit, a few words 
on agricultural economics. Least satisfactory is, perhaps, the 
chapter on money and banking. Could we not have been told 
something about the laws which control the vicissitudes of the 
general price-level ? 

There is one curious omission from both these books. On 
the commerce of nations, the principles by which it is regulated, 
and the provokingly intricate mechanism by which it is financed, 
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both are dumb. In works published at this juncture in the world’s 
history one would have expected to see some notice of matters 
so fundamental. BARBARA WOOTTON 


Social Economics. By J. Harry Jones, M.A., Professor of 
Economics in the University of Leeds. (London: Methuen 
and Co. Pp. x+239. 1920. 6s. net.) 


PROFESSOR JONES deserves all gratitude for having given us a 
book wherewith to silence our importunate friends who want to 
know “what economics is about” or “why things are so dear.” 
The book is, alas! “full of omissions,” as its author says in his 
preface. But that, in a volume of the kind, is a fault on the 
right side. The author lucidly describes our existing industrial 
organisation. Specially interesting is his discussion of the 
localisation of industry and the prospect, after which he sighs, 
that it may yet become comparatively delocalised. He tells us 
what the joint-stock company does for industry and how it does 
it, what is the good of speculation, and why we ought to be 
thankful for insurance. The section on banking and currency, 
while admirably lucid, perhaps treats the latter too much as a 
handmaid of the former. Turning to the other side of the indus- 
trial picture, Professor Jones describes the essentials of Labour 
organisation and the most prominent Labour problems—craft 
versus industrial unionism, methods of industrial remuneration, 
and the problem of apprenticeship. A chapter on “The System 
before the War” devotes a curiously large amount of attention 
to explaining why women’s wages were so low in pre-war days. 
On to this pre-war system, with its theoretical competition and 
its incipient unrest (largely traceable to the rising cost of living), 
burst the war; and there followed shortage, with her daughters, 
price-control and rationing, and all the problems of inflation, 
dilution, and chaotic wages. Professor Jones makes the interest- 
ing point that, if we had not inflated our currency during the war, 
we should have had to do so now in order to put ourselves on 
all fours with the rest of the world. In his discussion of the 
exchanges he might advantageously have made it clearer that our 
currency is cheapened, not merely by the reduction of the demand 
for it consequent on the comparative failure of our exports, but 
also by its unfortunate plentifulness. On the subject of what is 
to happen now that the war is over, Professor Jones does not take 
us very much “forrarder.” But he discusses such themes as the 
control of industry in a manner both unprejudiced and non- 
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academic. And, after all, the first essential for getting ’forrarder” 
is to know exactly where you are at present. 

The book contains a few inaccuracies and misprints. The 
statement on page 105 that “most profit-sharing and co-partner- 
ship schemes either provide that the share of the individual 
workers shall be reinvested in the firm or merely offer capital 
shares to the workers on favourable terms” is not borne out by 
the recent Government Report on Profit-sharing (Cmd. 544). On 
page 150 the gold pound, instead of the Bradbury, is described as 
sterling. Twice (page 11 and page 77) 1824 appears as the date 
of the final repeal of the Combination Laws; which, in view of 
the second thoughts of Parliament in the following year, is scarcely 
accurate. On page 137 “time” is apparently written for “true” ; 
and on page 198 national kitchens appear under the delightful 


euphemism of “natural kitchens.” 
BaRBARA WOOTTON 


An Introduction to the Industrial History of England. By 
AsBoTT Payson UsHeEr, Ph.D., Assistant Professor of 
Economics, Cornell University. (Houghton Mifflin Company. 
1920. Pp. xix +530.) 


ProFessor UsHER has rendered good service to the cause of 
English economic history by writing, in one volume, a compact 
outline which is not above the capacity of those who are begin- 
ning the subject at the university. It is rather more advanced 
than Townsend-Warner’s Landmarks and very much better than 
the latter on the industrial aspect of the eighteenth and nine- 
teenth centuries. 

Dr. Usher opens with a survey of structure on the lines of 
Professor Unwin. He then lays a broad foundation in two 
chapters on craft life in antiquity and medieval France. When 
he comes to his English narrative he is faced with the difficulty 
of all writers on medisval economic history, namely, the obscurity 
of the facts and the conflicting interpretations given by well- 
known writers. ‘These controversies are very barren unless accom- 
panied by exact reference to authorities, the date at which the 
theory was put forward, and so on. Their discussion is therefore 
hardly in place in an elementary book. It gives rise to that most 
arid type of mental gymnastics—the weighing of pros and cons 
by students who barely know the names of the disputants, still 
less the sources on which their views are based. In an ele- 
mentary work, we submit, the writer should present his tale, 
illustrating it by occasional references to authorities, and let it 
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stand for what it is worth. Thus the essentials of manorial farm- 
ing, the life and. workmanship of the crafts are more important 
than the legal origin of the manor or the relation between gild 
merchant and craft merchant. 

When we come to Chapter X.—The Industrial Revolution ” 
—Dr. Usher is first-rate. In Chapter XI. he shows how seafaring 
was the basis of England’s industrial strength; how the East 
India Company traded in cottons, buying them from India and 
selling them in the Spice Islands ; how cottons in this way reached 
England; how we first tried our hand on the finishing stages, 
printing calico, weaving cotton yarns with home materials ; how 
finally we established the cotton industry in Lancashire, where 
it has since remained on the strong triple foundation of (a) humid 
climate, (b) adjacent coal supply for power, and (c) accessibility 
vid the port of Liverpool to the great cotton-growing area of the 
U.S.A. Chapter XIII.—“The Reorganisation of the Metal 
Trades””—is even better. The student can really understand 
what the Darbys did for iron smelting; what Cort did in his 
puddling furnace ; how Watt’s steam engine was evolved ; and the 
revolutionary change effected by Sir Henry Bessemer, when he 
made possible the mass-production of steel. In Chapters XVII. 
and XVIII. Dr. Usher is again on congenial soil (“The Develop- 
ment of Railways”), and, like every American, he knows how to 
write a sketch of combination and monopolies. Interspersed with 
these are some “social” chapters, which are accurate, but dis- 
jointed, and do not glow. Thus, in the last chapter, “Incomes, 
Wages, and Social Unrest,” we have Dr. Bowley’s wage estimates, 
a scrappy section on Chartism—rather out of place at this stage 
of the book; after Chartism a paragraph on the Dorsetshire 
labourers ; and within eight pages some remarks on the Osborne 
judgment. 

It is unfair to make this a matter of reproach to the author. 
We are but indicating the extreme difficulty of bringing all aspects 
of economics together in a compact narrative in due proportion. 


Dr. Usher’s maps, charts, and index are excellent. 
C. R. Fay 


India at the Death cf Akbar: An Economic Study. By W. H. 
Morevanp. (Macmillan and Co. Price 12s. 6d.) 


Mr. Morenann’s forte has hitherto been land revenue 
administration. His lectures to young officials in the United 
Provinces when he was Director of Land Records and Agriculture 
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are well known, while his Revenue Administration of the United 
Provinces and his Agriculture of the United Provinces show 
a capital grasp of a very technical subject. His paper in the 
Journal of the United Provinces Historical Society on ‘‘ The 
Agricultural Statistics of Akbar’s Empire,’’ and that in the 
Journal of the Royal Asiatic Society on ‘‘ The Value of Money at 
the Court of Akbar’’ are familiar to many students of Indian 
economic history. None of these works, however, can challenge 
in authority or in scholarly research ‘‘ India at the Death of 
Akbar.’’ This is his magnum opus, the fruits of a well-employed 
retirement. 

The book opens with an account of the country and people 
about the year 1595. We are reminded that the Portuguese and 
some travellers of other nations who visited India at the zenith 
of Portuguese influence used ‘‘ India ’’ to mean the west coast 
and the land lying behind it, and not in the sense which the author 
uses—modern India, excluding Burma. We have a picture of the 
administration, the court, the civil service, and the various 
occupied classes. We see the faulty production of the period and 
the still more faulty distribution of wealth that prevailed. Pro- 
ducers were at the mercy of a government‘of officials, accustomed 
to extremes of luxury, and ever eager to squeeze for themselves 
the maximum out of the producer. An unnecessarily large number 
was occupied in official and domestic service or in religious 
pursuits, and an army lacking proper organisation and thorough 
training was always an unwieldy machine in the body politic. 
‘* A wealthy upper class,’’ says Mr. Moreland, ‘‘ may render sub- 
stantial economic services if they use their wealth wisely and direct 
a steady flow of savings into productive channels, but there are 
no signs that such services were rendered in the India of Akbar’s 
time, and where savings were accumulated they took the useless 
form of stores of gold and silver and gems. In the aggregate, a 
very substantial proportion of the income of the country was spent 
on waste and superfluities, the cost of which fell in the long run 
on the producing classes, the peasants, artisans, and merchants.”’ 
The upper classes were small in numbers and included many 
foreigners. They were, all things considered, able to live much 
more luxuriously in Akbar’s time than now. The middle classes 
seem, according to the author, to have occupied more or less the 
same economic position as at present. Their numbers, however, 
were proportionately small, and they were not an important 
section of the population. The lower classes were worse off than 
now. To the middle and upper classes a rupee was worth about 
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five rupees of the time just previous to the late war, possibly more, 
so long as they did not require the costly imported goods; to the 
classes between these and the poorest classes a rupee was worth 
about six rupees; and to the very poorest classes it was worth as 
much as seven rupees. For all ordinary comparisons Akbar’s rupee 
might be taken as the equivalent of about six rupees of the modern 
currency. 

Not even excepting Chapter IV., on ‘‘ Agricultural Produc- 
tion,’ the best chapter in the whole book is Chapter VI., on 
‘““Commerce.’’ It reads like a novel. Here we are dealing with 
a period when the Portuguese had wrested from Moslems the 
premier place on the Indian Seas. At the end of the sixteenth 
century there were signs of the weakening of Portuguese domina- 
tion, and the Dutch and English were shortly to take its place. 
At the time of Akbar, for obvious reasons, we do not meet with 
the now familiar names of Calcutta, Bombay, Madras, Karachi, 
or Rangoon, but with the Cambay ports (Surat, Broach, 
Cambay, Daman, and Diu), the Bengal ports (Satgaon-Hooghly, 
Sripur, and Chittagong), the Coromandel ports of Negapatam and 
Masulipatam We notice also Lahari Bandar or Diil-Sind, 
Calicut, and Goa. We'see the importance played by spices at a 
time when root crops in England were unknown to any extent ; 
when, therefore, animals had to be killed for meat in summer 
and autumn, provision for the rest of the year being made by 
‘‘ powdering,’’ which meant a large consumption of spices. In 
regard to the founding of the East India Company, Purchas, in 
His Pilgrimes, says: “The merchants of London, in the year 
of our Lord 1600, joined together and made a stock of seventy- 
two thousand pounds, to be employed in ships and merchandises, 
for the discovery of a trade in the East India, to bring into the 
realm spices and other commodittes.”’ 

Although the author gives a bibliography with references at 
the end of each chapter, one misses footnotes throughout the 
chapters as to the exact source or sources of some of the state- 
ments. Sometimes conclusions are reached on scanty data which, 
however, are used with ingenuity. We need only refer to the 
paragraphs on the volume of foreign commerce in Chapter VI, 
or, for example, the use of shoes by the common people on p. 277. 
One feels that Mr. Moreland has given too much information on 
matters dealt with in the Ain, and too little in regard to parts not 
covered by the Ain. Here we have a field for further research. 
It is sometimes forgotten that from the end of the sixteenth 
century to the present time there are three centuries of records, 
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more complete as time goes on. It is to be hoped that the 
author will consider the advisability of publishing a source 
book for the use of Indian economic students on the ground 
covered by the book under review. We commend also to 
the notice of the author the lack of a first-rate standard 
text of the Ain-i Akbari. No author could undertake the latter 
with greater sureness of touch than the author of India at the 
Death of Akbar, which is a stimulating text-book that should 
certainly be used in Universities where Indian economic history 
is taught. G. Frnpuay SHIRRAS 


Essays on Indian Economic Problems. By Brig Narain, M.A., 
Professor of Economics, Sanatan-Dharma College, Lahore. 
(Pp. 307. 1919.) 

THE author is a professor of economics in one of the Hindu 
colleges in Lahore. The essays, some of which are published for 
the first time, form a useful collection of notes by a trained 
observer on economic questions of importance in connection with 
the future of India. 

The first two deal effectively with the contention of some 
Indian writers that the postulates of Western economic science 
have little application to our great Eastern Dependency. ‘To a 
large extent this is the view put forward in Professor Radha- 
kamal Mukerjee’s Foundations of Indian Economics, which was 
reviewed in a recent issue of THE Economic JouRNAL. Mr. Brij 
Narain’s criticism of that work may be described as severe, but 
it is certainly pertinent. 

The next eight essays discuss various questions connected 
with the rise of prices in India. Of the remaining papers four 
are concerned with currency problems, one with the bank rate 
in India during the war, and five with the expediency of adopting 
protection «s a means of developing Indian manufactures. 

The rise of prices had attracted attention in India before the 
war, and a Committee of Enquiry reported upon it in 1914. As 
regards causes, the author offers a choice among : 

(a) Mr. Datta’s view, included in the Committee’s report, 
that the rise was largely due to the failure of cultivation to 
respond adequately to increase of demand, 

(b) the opinion of the Indian Government that it was the 
result of world causes and the expansion of credit, and 

(c) his own contention that it was brought about by a redun- 
dancy of currency springing from the measures adopted to main- 
tain the rupee at 1s. 4d. 

The Government rightly rejected Mr. Datta’s explanation, 
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and Mr. Brij Narain disputes the sufficiency of the official solu- 
tions. He appeals to the figures given in a table showing the 
rise in various countries between 1890-94 and 1907-11, and points 
out that these show an advance of 40 per cent. in India as com- 
pared with 11 in the United Kingdom, 20 in the United States, 
and 24 in Germany. But his argument is faulty. The general 
advance of prices began about 1896, and the quinquennia to be 
compared were 1894-98 and 1907-11. The rise on this basis was 
21 per cent. in the United Kingdom, 38 per cent. in Germany and 
the United States, and 40 per cent. in India. It is true that 
protective tariffs may have aggravated the change in Germany 
and America, but the gulf between the official view and a complete 
explanation is not nearly so deep as the author imagines. He is 
probably right in thinking that the rapid increase of credit money 
in the form of cheques cannot have had much effect on prices, as 
payment by cheque still only covered a minute fraction of the 
total exchanges. In connection with his own explanation, Mr. 
Brij Narain draws a distinction between the value of the rupee 
for purposes of exchange and its value in terms of Indian com- 
modities. He admits that the increase and decrease of the rupee 
circulation under the gold exchange system is automatic for the 
former purpose, but denies that it is so for the latter. The ab- 
normal rise during the war he ascribes partly to inflation and 
partly to the shortage of foreign manufactured goods, for which 
Indian industries in their undeveloped state could provide no 
substitute. The optimistic pre-war official view that ‘‘the rise of 
prices has made India prosperous,’’ that wages had quite kept 
pace with the increased cost of living, and that the classes ad- 
versely affected formed a small minority of the population, is shown 
to be exaggerated, though the author, perhaps, puts too heavy a 
weight in the opposite scale. During the war the abnormal rise 
was felt as a very great burden, and the Currency Commission has 
declared that ‘‘having regard to the conditions under which the 
large mass of the population lives we are satisfied that, in so far 
as the rise in exchange has mitigated a rise in Indian prices, it 
has been to the advantage of the country as a whole, and that it 
is desirable to secure the continuance of this benefit.’’ It is 
noteworthy that Mr. Brij Narain, writing after the rising in the 
Panjab, stated that ‘‘the real causes of unrest . . . are... the 
heavy fall of real wages of large masses of the people.’’ He pro- 
poses as one remedy, a small export duty on wheat. It is ex- 
tremely doubtful whether such a duty, levied without regard to the 
actual Indian price at the time, would have much effect. The 
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real argument for an export duty is that, if bad harvests in India 
coincide with circumstances producing a temporary world short- 
age, prices may be forced up in India to a height which consti- 
tutes a heavy burden on a large part of the population, including 
the whole of the vocal literate classes. 

From climatic reasons production in India is liable to sudden 
and extreme contraction.. Dearness due to widespread crop 
failure cannot be met by the slow process of wage readjustment. 
The Indian consumer has the right to claim that his sufferings 
shall not be aggravated by the continuance of exports when prices 
are exceedingly high, simply because:a wealthy country can afford 
to pay, and temporarily finds it difficult to get all it wants else- 
where. ‘This points to the imposition of a duty only leviable 
when the price of wheat in the great Indian grain markets rises 
above a certain figure, and its increase according to a sliding 
scale, if prices rise still higher and export continues. The argu- 
ments of the Government of India quoted by Mr. Brij Narain 
have little force as objections to:a duty on these lines. 

A better Indian case for protection could be made out than 
that presented by the author, whose discussion of the subject is 
scrappy and inconclusive. He quotes largely from the speeches 
of Mr. Joseph Chamberlain, and confidently prophesies that 
England will jettison free trade after the war. “It is useless 
to contend,’’ he says, ‘‘that protection does not raise prices to the 
consumer in the beginning, but in the long run. . . it lowers 
prices, provided combinations are not formed behind the tariff 
wall.’’ But he gives no indication of the extent of protection 
required, or of the length of the run before the goal is reached. 
Sometimes, indeed, one might suspect that he had temporarily 
forgotten that ‘‘consumption, not production, is the final goal of 
economic activities’ (p. 101). If he is in love with protection, he 
has none for imperial preference. He underrates the strong posi- 
tion of India as a great producer of foodstuffs and of the raw 
materials of industry, and as the monopolist owner of jute, and 
exaggerates the danger of retaliation. His objection to the export 
duty on hides, the first step of the Indian Government on the road 
of protection, seems to be that the 15 per cent. tax is reduced to 
5 per cent. in the case of British possessions, and that this will 
provoke retaliation. But if retaliation is really dangerous, it is a 
weapon that can equally be used against protective duties, which 
do not discriminate between foreigners and fellow-subjects. 

In view of the author’s opinion that a gold exchange system 
tends to inflate the currency and to raise prices, it is not won- 
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derful that he favoured its abandonment. He thinks that that 
system can only be maintained so long as the price of silver is 
steady. It is, of course possible that, notwithstanding the but- 
tresses suggested by the Currency Committee (Recommendation 
XI), the 2s. standard may break down as the 1s. 4d. standard has 
done. While there is a wide divergence between sterling and 
gold, “stability is in the depths and not on the surface” (Sir 
William Meyer), and, with its late Financial Member of Council, 
the Government of India can only pray for their happy reunion. 
Mr. Brij Narain’s own solution would have been the adoption of 
a real gold standard with fully convertible rupees and notes. He 
disputes the conclusion of the Chamberlain Commission, which 
the Currency Committee endorsed, that there is no large popular 
demand for gold as a currency, and that gold should occupy only 
a very subordinate place in the actual circulation. 

There is an error on page 174, curious in the case of so well 
informed a writer. It was in 1896-97, not in 1876, that the 


exchange value of the rupee stood at 183d. 
J. M. Dovir 


Indian Finance and Banking. By G. Finpiay SaHrrras. 
(London: Macmillan. 1920 (Third Impression). Pp. xiv+ 
535. 18s. net.) 

INDIAN currency can always find some new thing with which 
to interest and instruct the student. More numerous and more 
skilled Commissions have sat over it than over any other currency in 
the world ; yet no sooner does a Commission rise than this currency 
presents some further problem, which no one had contemplated 
in advance, to perplex its official custodians. The Chamberlain 
Commission dealt profoundly with the problem of a large tem- 
porary adverse balance of indebtedness and prescribed for it effec- 
tively ; but they did not examine a single witness on the problem 
which actually presented itself, namely, a great favourable 
balance occurring in circumstances in which it was impossible to 
meet it fully by the import of silver, or satisfy the internal 
demand for currency. Accordingly the Babington-Smith Com- 
mittee was called together to supplement the recommendations of 
its predecessor, and proposed a policy well devised to protect 
India from an excessive rise of prices in sympathy with world 
prices, and to fix the rupee at a gold parity safely in excess of the 
probable maximum of its bullion value. But they did not per- 
ceive beforehand that by fixing the rupee so much above its 
previous sterling value they might bring about so great a with- 
drawal of funds on the part of persons who were accustomed to 














1920] SHIRRAS : INDIAN FINANCE AND BANKING 397 


think in terms of sterling (and therefore saw an immediate profit), 
as, coming at a moment of depressed export trade, might render 
the maintenance of so high a value difficult or impossible. Yet 
this is what in fact ensued within a few weeks of their Report. 

Mr. Shirras had before him, in writing his book, the Report 
of the Chamberlain Commission and the experiences of the war. 
Unfortunately the Babington-Smith Committee was still sitting 
when his book was published, and he has had to content himself 
with adding as an appendix to the third impression (which the 
usefulness of his book has rapidly demanded) a summary of the 

teport of this Committee and a copy of the announcement by the 

Government of India which followed it. This has not prevented 
him, however, from having plenty of new matter to place before 
the public. The Report of the Chamberlain Commission and the 
passage of events during the war had put all previous writings 
on the subject out of date; and Mr. Shirras has performed a very 
useful service in rendering this considerable body of new material 
readily available. 

Mr. Shirras makes no generalisations and few criticisms. But 
he has written a full, accurate and well-documented account 
of the past history of Indian currency and its present features. 
The reader who wishes to know the facts will find them in this 
book ; and if Mr. Shirras can bring it thoroughly up to date in the 
next edition, it should remain for some time to come the standard 
description of its subject. 

The reader may sometimes wish that Mr. Shirras had been a 
little more adventurous, had split some nuts for him and reached 
the kernels of his fruit. But he has laboured under the disadvan- 
tages of being an official, and has evidently felt it proper to avoid 
treading on controversial ground. One additional topic, however, 
might have been introduced safely. Mr. Shirras has scarcely 
touched on Indian prices, on the relation of internal prices to 
world prices, and of import prices to export prices, or on the 
bearing of currency policy on price-levels. This was an important 
part of the enquiry of the Babington-Smith Committee, and must 
form, in such times as these, a principal preoccupation of the 
Government of India. In the interests of the peace and content- 
ment of India I believe that no problem is more important, and 
I should be strongly disposed, if I were in their place, to sub- 
ordinate currency policy to price policy. Yet Mr. Shirras was a 
member, I think, of the Committee on Indian Prices which pro- 
duced several formidable folios, of which we should have been 
glad to see the contents in more compassable shape. 

J. M. Keynes 











NOTES AND MEMORANDA 


MATHEMATICAL FORMULA AND THE RoyaL COMMISSION ON 
THE INCOME Tax.! 


THE grounds on which the Commission reject the use of 
graduation formule are to be examined here. Their objections 
are summarised in the form of quotations from two expert 
witnesses (Report, 182). 

I.—The first passage, from the evidence of Dr. Stamp, is 
directed against the use of a formula purporting to express the 
ideal relation between amount of income and amount of tax. 
In the context Dr. Stamp shows that it would be very difficult 
to obtain ‘‘a single comprehensive tax return for a year,’’ as the 
practical application of such a graduation form would require 
(9583). Moreover, whereas different formule are proposed, ‘‘ it 
is impossible to say which of the various curves truly represent 
that principle of equality of sacrifice they purport to embody”’ 
(9609). ‘* That function is necessarily unknown,’’ as Professor 
Pigou puts it (4274). Again, as Professor Pigou suggests, it is not 
enough to secure equal sacrifice ; ‘‘ minimum aggregate sacrifice ”’ 
must be taken into account (4256). Where the data are so vague 
the deduction must be ‘‘ in the air’’ (Pigou, 4271, 2). 

Yet the premisses, however inadequate to the deduction of a 
definite formula, may suffice for a certain negative conclusion. The 
ground which will not serve as the foundation of the elaborate 
edifice designed may yet be solid enough to support a battering- 
ram capable of being directed against simpler edifices in the 
neighbourhood. First (a), so far as equal sacrifice is supplanted 
by minimum aggregate sacrifice, whatever presumption in favour 
of progressive taxation is afforded by the principle of equal 
sacrifice becomes strengthened. ‘‘ The case for (progressive) 
graduation is stronger ’’ (Pigou, 4258). Now (8) some presump- 
tion in favour of progressive taxation is afforded by the principle 
of equal sacrifice. ‘‘ The function,”’ according to which the satis- 
faction attending income—and the sacrifice attending taxation— 
varies, is, indeed, ‘‘ necessarily unknown ’’ (4274). But some- 


1 Report [Cmd. 615], and Evidence [Cmd. 288, 1-7]. 
2 The bracketed figures refer to the paragraphs in the Evidence. 
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thing about that function is known, or at least strongly presumed, 
namely, that satisfaction as dependent on income increases at a 
rate which diminishes more rapidly than does the rate of increase 
pertaining to the simple function proposed by Bernoulli as apt 
to represent the relation of means to satisfaction.! At least it 
may be safely assumed that the function has not the opposite 
character, that which would justify regressive taxation.? Thus, 
if either of the propositions a and B—and, a fortiori, if both—hold 
good, it follows that the common arrangement according to which 
the rate of taxation (the ratio of the tax to the total, or to the 
taxable, income) rises to a certain maximum, and thereafter 
remains constant * (however large the income), is contrary to the 
(distributional) first principles of taxation. The graduation pro- 
posed by the Commission is open to this criticism, in so far as the 
rate of taxation, though not perfectly stationary, increases very 
gently for incomes above £20,000. It is not significant for the 
purpose of this negative conclusion that super-tax and the income- 
tax proper are based on returns for different years. The additions 
by which the “‘ effective rate ’’ for the ‘‘ total ’’ of income-tax and 
super-tax is computed by the Commissioners in the tables of the 
second Appendix to the Report are accurate enough to justify this 
criticism.* Of course, the unprogressive character of the scheme 
may admit of justification on productional grounds. (Cf. 4012, 
4119, 4856, 11787, et passim.) 

II. The above use of the materials which some enthusiasts have 
attempted to use for the purpose of constructing an ideally just 
graduation is quite consistent with the view that such a construc- 
tion is impossible. Having exposed that impossibility, Professor 
Pigou, in the course of his searching questions, goes on to educe 
‘‘ the real purpose of the thing ’’ (4271). ‘‘ When you have got 
certain points on your scale arrived at by general reasoning,’ then 
a mathematical formula can give you a means of interpolating.’’ 
The ‘‘ interpolation ’’ contemplated (by the present writer at least) 


1In short it is presumed that the function is of the hyper-Bernoullian 
kind described in the Economic JourRNAL, Vol. vii. (1897), p. 557 ; where evidence 
in favour of the presumption is submitted. More recently Professor Pigou in 
Wealth and Welfare lends his authority to the presumption ; and it is now com- 
monly, though not universally, accepted. 

2 Economic JOURNAL, loc. cit. 

8 Cf. Economic Journal, Vol. xxix (1919), p. 139 and p. 143. 

4 Nor need the objection that the income tax does not form the whole of taxa- 
tion (cf. Economic JourNAL, Vol. xxix (1919), p. 142) give us pause, with reference 
to so rough an estimate ; especially when it is observed that indirect taxation 
(and part at least of local taxation) is proportional to expended income. 

5 Of. Stamp,‘‘ the common sense and instinctive judgment of the people 
(Report, loc. cit.) ; Hopkins, “‘ a matter of common judgment,” (213). 


No. 119.—von. xxx. EE 
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is of the kind which, given a set of figures (forming, say, the 
‘“ argument,’ or first column of a table), deduces a corresponding 
set of figures (to form the entries in the table) by means of a 
formula, or definite function. It is thus that actuaries deduce the 
mortality at different ages by means of the Gompertz or Gompertz- 
Makeham Law. The Pearsonian curves which play a great part 
in modern statistics are of this type. 

To interpolation of this kind it may be objected that, in the 
words of the second passage adduced by the Commission, ‘it 
would try the temper of all taxpayers’’ (Report 1382). Or, as 
Mr. Hopkins, the witness cited, says elsewhere, ‘‘ a mathematical 
formula would try the intelligence of a large proportion of the 
general public.” “The time of the tax officials would thus be 
occupied . . . in striving to appease distracted taxpayers by ex- 
plaining the complications of the system ’’ (4017). But why, it 
may be asked, should the general public want to have the’ com- 
plications explained? They are concerned only with the amount 
that each has to pay. A statement in the'form of a table of the 
amounts calculated by the formula is sufficient (cf. 4337, 11,827). 
Cannot the general public read the dial of a town clock without 
going behind to inspect the works? Must not even the more 
intelligent be content with a general knowledge of the principle 
on which time is measured, without going into the niceties of 
‘““escapements,”’ ‘‘ gridiron pendulums,”’ and the like. May not 
the general public be satisfied that the dictates of ‘‘ general 
reasoning,’ ‘‘ common-sense and instinctive judgment,’ are ful- 
filled by the scale of graduation, without comprehending the par- 
ticular method of interpolation. This is one of the questions on 
which the logic of a student is of little weight against the judg- 
ment of official experts; so long, at least, as that judgment is 
confined to particular concrete cases ; for instance, the testimony 
of Mr. Hopkins that mathematical formule have ‘no practical 
application to the Income-tax as it stands in this country at the 
present day’’ (4079). 

A similar remark applies to the objection described by the 
Commission as ‘‘ most serious and almost insuperable,’’ namely, 
‘the necessity of determining the exact total income of the tax- 
payer ’’ (Report 133).?. But that this objection is not universally 


1 Above p. 399. 
2 Cf. Hopkins (4017). ‘If the present simple methods of graduation were 


discarded in favour of some mathematical formula under which the rate 
of tax varied with, say, cach pound of income, it would be necessary to know the 
exact amount of the total income before an assessment upon any part of the 
income could be accurately made.” 
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applicable may be shown by an argumentum ad hominem or ad 
vigintiviros, the Commissioners, whose own scheme is nearly as 
open to this objection as one founded on a mathematical formula. 
To show this let us compare their scheme with formule of gradua- 
tion proposed in the Economic JourNaL.! We may employ the 
tests which they prescribe, namely ‘‘ (a) practicability, especially 
so far as the conditions under which total income may be calcu- 
lated are concerned; (b) equity, that is to say, the necessity for 
increasing the rate of tax steadily as the total income 
increases . . .; (c) simplicity in explanation and ease in compre- 
hension” (Report, 135). The comparison is most conveniently 
made in the simple case of the taxpayer being a “‘ single ’’ person, 
and the income all ‘‘ investment.’’ The taxation proposed by the 
Commission is twofold, income-tax (proper) and super-tax. 

The first tax is arrived at thus. Deduct £135 from the 
total income, and on the remainder, the ‘‘ taxable income,”’ 
impose a tax of 3s. in the pound, up to the limit of £360 total 
income, that is, £225 taxable income. On the portion of taxable 
income above that limit impose a tax of 6s. in the pound. This 
scheme may challenge comparison with one proposed in the 
Economic JOURNAL, according to which the rate of taxation is 
given by the formula 

ee 
e+L’ 
where « is the taxable income, the remainder over and above an 
exempted minimum; r and L? are constants to be adjusted to 
conditions such as those stated by Professor Pigou in a passage 
above cited. 
With reference to the first tract of income from £135 to £360, 
it may be admitted that, at least in this country at the present 
day, the Commission’s scheme passes the first test better than 


1 Vol. xxix (1919), p. 138 e¢ seq. 
2 This constant L, called M in Tur Economic JourNAL, is not to be identified 


with the constant, also called M there, employed in Prof. Cassel’s scheme to re- 
present the maximum abatement. JI might be regarded as the excess of the 
maximum abatement above the minimum of subsistence, say £135. But that 
conception is not sufficiently general. Thus the formula might well be adapted 
to present a set of rates corresponding to the scale (income-tax plus super-tax) 
proposed by the Commission between incomes of £2000 and £20,000. If we de- 
termine L (and r) so that the taxes at those points should be the same as given 
by the formule and by the Commission (for single persons and income all invest- 
ment) L proves to be above £1500, the total abatement above £1600! In the 
words of the Commission a “ difficulty would be experienced in convincing people 
with small incomes ” that taxpayers with large incomes might properly receive 
an abatement so much larger than that allowed to small incomes (Report, 138). 
See Economic Journat, 1919, pp. 140, 141. 
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its rival. If the taxpayer is charged at the uniform rate through- 
out that tract, he is under less temptation to transfer his income 
by misrepresentation to a figure at which the rate is lower; and 
there will be less need of revising local assessments (Report, 133). 
But this advantage ends at the limit £360. Thereafter the 
“effective rate of taxation” on the total income, or on the tax- 
able income—an equally appropriate conception—varies con- 
tinuously for the Commission’s scheme, just as well as according 
to the formula. If / is the limit at which the tax ceases to be 
simply proportional, and r is the standard rate (Report, 149), the 
2 — $1 
x 


rate of taxation on the taxable income is r ; where, as before, 





x is the taxable income. This rate varies continuously with z 
just as much as that above given by the formula. Whatever 
practical expedients are employed to meet the difficulty in the 
one case are surely equally admissible in the other. On the first 
count, then, (a) the two candidates are equal. Considering next 
the third test (c), simplicity, can it be maintained that there is 
much difference between the two expressions for the effective rate 
on the taxable income, viz., jo and r-~—? Lastly, (b) as 
x e+L 
to equity and steady increase, let us compare the graduation 
determined by the formula with that prescribed by the Commis- 
sion (for incomes above £360). Whereas there are two constants 
at our disposal, r and L, let us determine them so that the formula 
may coincide with the Commission’s scheme at two points con- 
sidered as the “certain points on your scale arrived at by general 
reasoning” (Pigou) or “instinctive judgment” (Stamp).! The 
limit £360—£225 above the exempted minimum (£135)—may 
properly be taken as one of those points.” Let us take £2,000 
for the other point.* We have then two simple equations to 
determine r and L.* The resulting values are r=0°32058 (6s. 6d. 
in the pound); L=255°869.° Using these values for the con- 


1 Above, p. 399. 

2 Especially if it be conceded that the formula is not to apply below that limit, 
the effective rate for the tract below (and at the limit) being the same as what it 
is in the Commission’s scheme, viz., 3s. per pound on the taxable income. 

3 Of course, if preferred, we might take for the other datum the “ standard ”’ 
ratio r=‘3; with the result of greater consilience for the higher incomes, less for 
the lower ones. 


(1) p99 


1865? 
ia (2) * 741865 = 525°75 
The figures on the right are obtained from the directions given in Part I of the 
Report ; supplemented by Table I in Appendix II. 
5 Of course in practice round numbers would be employed. 
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stants, let us determine the tax according to the formula at several 
points, and compare the figures with those of the Commission. 


TABLE I.—Comparing Taxes according A to the Scheme of the 
Commission, and B the Formula. 


Income in pounds 360 . 500 700 1000 1500 2000 
Tax A - . . 33°75 75°75 135°75 275-75 37575 6 -75 
Tax B - « . 33°75 68:79 124-75 214:00 367-30 525-75 


There seems to be no significant difference between the two 
sets of figures. A similar indifference is shown by a comparison 
of the effective rates of taxation. 


TaBLE II.—Comparison of Effective Rates according to A the 
Commission Scheme, B the Formula. 


Income in pounds 360 500 700 1000 1500 2000 
A + : > 1/10} 3/03 3/104 4/6 5/0 5/3 
B. . - 41/103 2/9 3/7 4/35 4/11 5/3 


The effective rates of taxation on the taxable income present a 
similar comparison. In point of equity and gradual increase 
there is nothing to choose between the two schemes. 

The above comparison illustrates a property of some import- 
ance belonging to the sort of “interpolation” with which we are 
here concerned. If the constants are determined so that the 
formula shall fit exactly at a few points, it will generally be found 
to fit approximately in the neighbourhood of, and even to a con- 
siderable distance from, these points. The property was brought 
prominently under the notice of the Statistical Society on the 
occasion when Dr. Brownlee read a paper advocating a new 
formula for the graduation of a Mortality Table.’ 

Now let us go on to the second tax with which the Commis- 
sion deals, the super-tax. And let no difficulty be created by the 
circumstance that the two taxes are not based on returns for the 
same year. The task of interpolation is not hampered by that 
circumstance; test (a) is passed triumphantly. For all that we 
have to do is to find a simple formula which will adequately repre- 


1 Journal, Vol. lxxxii (1919). Dr. Major Greenwood giving his own and Mr. Yule’s 
experience said “ they could fit the same data to this (the same) degree of accuracy 
by formule from two contradictory theories, the mathematical expressions of 
which were totally distinct one from another loc. cit. p. 67. Similar testimony 
was borne by another speaker (p. 75), with the reservation that the functions 
employed should be of a kind suited to the subject matter. 
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sent the scheme proposed by the Commission (Report, 152). 
Here is the scheme :— 


TABLE III.—Showing Rates of Super-tax proposed by the 
Commission, 


Income in thou- 
sands ‘ 0 > BSS 3 4 5 6 7 8 9 10 £20 


Rates in succes- 
sive zone. . 1/6 2 2/6 3 3/6 4 4/6 5 5 5 


This scheme is like the “Scene of Man” according to Pope— 
“A mighty maze, but not without a plan.” Over a portion of 
the tract dealt with, from three to nine thousand, a certain law 
is discernible. With reference to that portion we may say, in 
the words of a Commissioner, “the regularity of the curve ought 
to be sufficient almost to satisfy the soul of a mathematician ” 
(4128). The satisfaction would be greater if, instead of making 
five steps each of length corresponding to £1,000 and of height 
6d., there was a continuous rise in the rate; represented by a 
simple equation.! The total tax (above the point where regularity 
set in) would then be represented by a simple parabola instead 
of a discontinuous series of right lines. 

But we are not concerned now with this partial regularity ; 
our task is, rather, to represent the whole scheme by a simple 
formula. To carry in mind and comprehend the Commission’s 
scheme, a number of features must be attended to; there are a 
great many “things to remember,” in the phrase of one of the 
expert witnesses.? There is first the starting-point, £2,000; but 
this need not be counted against the scheme, as any rival scheme 
must also have a starting-point. Then there are the length £500 
and the height 1s. 6d. of the first step, two “things to remem- 
ber”; likewise the length of the second step £500 and the height 
6d., two more things. Then we enter on a tract characterised 
by steps of equal length £1,000, and equal height 6d. There are 
thus only two things to remember about that tract up to the point 
at which it stops, 9,000, which makes another thing. The length 
and breadth of the next step (up to £10,000) count for two more 
things ; and the step to £20,000 means two more.* Altogether, in 
order to comprehend the scheme, eleven details must be carried 


1 Hg. y=rx; x being the income above £3000, and y the rate on that excess. 
The total tax would be given by the integral of y, viz. } r x*. Contrast the 
expression for the total tax according to the Commission’s scheme given below 
Note to p. 405. 

2 Mr. Horner, deprecating the use of a table giving the tax payable on each 
of several incomes. 

3 Cf. Economic JourRnNat, loc. cit., pp. 150 and 151. 
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in mind. A tiro at golf complained that he could only make a 
good stroke when he kept in mind, and simultaneously attended 
to, a dozen rules (as to the position and movement of his clubs 
and limbs) which he had been taught by the Professional. Now 
suppose, as some experts teach, that all the points which the 
golfist should observe are summed up in this one commandment, 
“Keep your eye on the ball”; would not this be favourable to 
‘simplicity in explanation and ease in comprehension” (test c)? 
That is the sort of advantage which an interpolating formula 
offers to the practice of finance. There can be found an expres- 
sion for the super-tax at any point of the scale from £2,000 to 
£20,000 which involves only two constants. Nor are they 
involved in a complicated fashion. Indeed, the expression is 
simpler than the expression for the super-tax at a point in that 
part of the Commission scale which alone admits of a general 
expression, the tract beginning at £3,000 and ending at £9,000. 
The rule to be proposed is nearly as simple as that which applies 
to the first tract of the Commission’s income-tax ; which is the 
simplest possible, simple proportion. According to that rule, if 
x is the taxable income, and ¢ is the tax to be paid thereon, 
t=rx, where r is a proper fraction. It comes to the same to 
say that, if y is the disposable income, that which remains over 
after the tax t has been paid, y=bz, where b=1-r (also a proper 
fraction). That is the formula for unprogressive taxation. For 
progressive taxation, let us put a formula which seems next to 
that in simplicity, namely : 


Log y=b Log z. 


Mr. Hopkins, who so ably voices official objection to mathematical 
complications, would, it may be hoped, not object to the use of 
logarithms as calculated to try the temper and intelligence of the 
general public. For Mr. Hopkins himself employs logarithms for 
the purpose of exhibiting schemes of taxation. He writes: “The 
divisions of the line representing the amount of income in this 
and the following graphs are based not on the actual amount of 
the income, but on the logarithm of the amount of the income” 
(Royal Commission on Income Tax, Instalment II., p. 81 et 
seq.). Our graph would differ from his only in having both axes 
based on logarithms. Let the axis of x represent the logarithm 


1If x is the amount in pounds of income above £3000, and n is the 
number of integer thousands in x, the general expression for the super-tax on 
3000+-x is according to the rules of the Commission. 


1 1 1) 1 
8742 (5+(+ 04) — Het) i 1000 
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of taxable income; and let the disposable income be measured on 
the axis of y. Then the simple equation, y= bz, represented by a 
line on a diagram, represents the (logarithm of the) disposable 
income corresponding to any assigned value of the (logarithm of 
the) taxable income. If another constant is required, there should 
be added to the expression for y another constant, say, A, or log a.' 
With reference to the case under considération, the ratio of any y 
to the corresponding x is taken to be about 0.9; and the constant 
addendum 0.32; constants determined as follows. To fit the 
formula to the Commission’s super-tax, assumed to be agree- 
able to the judgment of the wise, let us take as the points 
“arrived at by genera] reasoning,” in Professor Pigou’s phrase, 
£2,000 and £10,000; for which the amounts of super-tax are 
respectively nil and £1,462 (for single persons, with income all 
“investment”; Report, Appendix II., Table No. 4). We have 
thus two simple equations? whereby to determine the constants 
a and b. Solving these equations, we obtain: Log a=0°32419, 
b=0°90179. These constants are employed to find the disposable 
income and themce the tax payable for any amount of income 
between £2,000 and £20,000. Some comparisons with the scheme 
of the Commission are presented. 


TABLE [V.—Comparing Super-tax A according to the Commission, 
and B according to the Formula. 


Income in pounds - 2000 5000 £7000 10000 15000 20000 
Super Tax A r ; 0 362 737 1462 2712 3962 
Super Tax B Z " 0 443-4 853-6 1462 2697 40503 


The comparison of these figures with those proposed by the 
Commission will show that test (b) is satisfied by the new curve. 

No doubt, if we advance far beyond £20,000, the characteristic 
property of interpolation which has been noticed* will cease to 
operate ; there arises discrepancy of the kind shown below :— 


1The equation Log y = Log a + b Log z is identical with the perhaps less 
familiar form given in THE Economic JourNaAt (1919, p. 144), y =a ay. 

2(1) Log a+b Log 2000 = Log 2000; (2) Log a+ 6 Log 10,000 = 
Log (10,000 — 1462). 

3 Of course other pivots might have been used for the purpose of obtaining 
a formula of the proposed type corresponding to the scheme of the Commission 
(presumed to be just) ; for instance, 2000 as before, and 7000 for which the Super- 
tax, according to the Commission, is 737. Whence by parity of reasoning there 
is found b=-91101 and Log a=+29376. Which constants being inserted in the 
formula will give a scale similar in its general features to table IV. 

* Above p. 403. 
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TABLE V.—Comparing the Effective Rates of Super-tax on 
Incomes above £20,000 according to A the Commission’s 
Scheme, and B the Formula.) 


Income in pounds - 20,000 50,000 100,000 500,000 1,000,000 
Effective rateA . . 3/114 4/104 5/24 5/5 5/54 
Effective rateB . . 4/04 5/6 6/44 8/44 9/14 


If, then, the flattening of the rate for the upper incomes was 
deliberate on the part of the Commission, the new formula will 
cease to correspond to their judgment. But if there was a 
minority, as we may surmise,’ in favour of a more severe pro- 
gression, they might welcome a formula which embodies their 
ideal without any additional complication; whereas, to effect a 
similar graduation (above £20,000) on the lines of the Commis- 
sion, some dozen additional “things to remember” might be 
required. Or, if the requirements of a just progression were 
thought not to be quite satisfied by the formula, it would be easy 
to introduce one or more additional functions of the same type, 
tightening or lightening the tax at different points according to the 
judgment of experts and the sense of the community.* The Chan- 
cellor of the Exchequer, employing a formula which of all appro- 
priate to progressive taxation seems one of the simplest,* may 
hope with some confidence to construct a scale of taxation not 
very different from the ideal scale, could it be discovered. He 
would be in the fortunate position of the statistician when, having 
to combine observations dispersed according to some unknown 
law, he selects, out of the innumerable possible methods of 
averaging, a familiar one—the arithmetic mean ; or when, in the 
construction of an index-number, he employs some handy system 
of weights, the true system not being ascertainable. The statis- 
ticlan may be certain that the methods practised will not yield 


1 When an income-tax of so much (e.g. 6s.) per pound is added to a super-tax 
framed as above, there will ultimately (for incomes above some millions sterling 
per ann. !) be reached a stage at which the tax-payer will have no motive to in- 
crease his income (See Economic JOURNAL 1919, p. 146 e¢ seq.). But, if necessary, 
this breakdown can be indefinitely deferre1 by putting for “‘ Log x” in the 
formula ‘“* Log (l— y)x;”’ where y is @ proper fraction not exceeding the rate 
of the income-tax (e.g. °3). 

2 Asked if he agreed to graduation leading to “ practical extinction beyond 
@ certain point,” Dr. Stamp replied ‘‘I hesitate to say extinction, but I think 
severe progression,” (9791). 

3 Cf. Economic JourNAL, 1919, p. 152. 

4 As the classical utility-function Log x/c (where z is the total income and c 
the minimum of subsistence), perhaps the simplest function which fulfils the 
condition of continual increase at a decreasing rate, leads to the (unprogressive) 
graduation formula y=bz; so the next simplest function that increases less 
rapidly, viz. Log Log z/c, leads to the (progressive) Log y=6b Log x+log a. 
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the best result conceivable; but he may also presume that the 
result of the ideally best method is likely not to differ widely 
from that of his fairly good method. Something of the confidence 
which the theory of probabilities imparts to statistics the charac- 
teristic property of interpolation’ may impart to fiscal practice. 

Altogether, the Commission seem not to have done justice to 
the use of mathematical formule for the purpose of interpolation. 
They justly reject formule purporting to express an ideal scale 
of taxation. But they do not recognise that some approach to 
the ideal is possible by way of interpolation. 

F. Y. EDGEWoRTH 





THE MARXISTS AT THE Cross-ROADS 


THE Marxist doctrine that the mere blind action of economic 
forces must necessarily lead to a collectivist régime, was very effec- 
tive in gaining adherents to Socialism among the workers in early 
days. ‘The mere fact that the social justice for which the prole- 
tariat consciously or unconsciously longed, ceased to be regarded 
as the dream of this or that idealist, and became instead the 
inevitable goal to which society, whether it would or no, was 
irresistibly drawn by the mechanical evolution of economic forces, 
was of enormous consequence. An ideal which might never have 
emerged from the Limbo to which Utopias are relegated, became 
a certainty which inspired both propagandists and their listeners 
with the firmest faith in its realisation. And in the making of 
converts this faith is the most important psychological element. 

This fatalistic doctrine, however, concealed under its mantle 
of revolution and activity a germ of social conservatism and 
inertia. According to the Marxist, the mechanical evolution of 
the capitalist régime leads to a progressive concentration of all 
economic production in the hands of a limited number of indus- 
trial magnates. When the time is ripe, all that is required is to 
strip off the outer garment of private property and set up the 
collectivist régime. It follows that however necessary it may be 
to organise the proletariat so as to have an instrument ready to 
hand when the time for discarding capitalism arrives, yet no 
action can be taken, until the concentration both of business con- 
cerns and of private property has reached its full limit in every 
branch of the production of wealth. It was because Marx and 
his closest followers believed in this necessary economic develop- 


1 Above p. 403. 














1920] THE MARXISTS AT THE CROSS-ROADS 409 


ment, that they never paused to criticise the legal aspect of the 
constitution of the society in which they lived, much less to point 
out suitable modifications tending towards that nationalisation of 
property for which the proletariat longs. In the eyes of the pure 
Marxists this constitution is in fact only part of the social super- 
structure formed and determined by the underlying process of 
wealth production. Nevertheless they regard it as entirely incap- 
able of reacting, through any modification of its own, on the 
economic process. Consequently they have never raised a protest 
against the existing law of property; nor have they ever drawn 
special attention to the absolute right of bequest and inheritance, 
instituted by the propertied classes for the very purpose of keeping 
capital in general, and the instruments of production in particular, 
in private hands, so that not even the smallest fraction can become 
collective property. For Marx and the Marxists it is not worth 
while to tinker with existing institutions, since no change in 
these can deflect the inevitable course of the economic process. 
They are therefore a negligible quantity. 

While however organised labour increased in numerical 
strength and gained enormously in importance relatively to the 
other classes of society, the concentration of the producing con- 
cerns and of private property throughout the whole field of econo- 
mic activities did not fulfil the Marxist predictions. Yet this con- 
centration is essential if the simple method of dispossessing a 
small group of industrial magnates is to bring the longed-for 
collectivist régime, ready-made and in working order, into being. 

The ideas of right and justice for all peoples, and of emancipa- 
tion for all who are oppressed, gained enormously in currency 
during the World War. The promises of greater justice for all 
classes of society to follow on victory, promises repeatedly made 
by the governing classes to the combatant masses at the front, 
and the masses in the workshops at home, as also the deep dis- 
content left behind by the anxiety, sorrows and privations caused 
by the war and dragging on through the lengthy period of peace 
negotiations, all conduced to bringing a very large number of 
recruits to the Socialist army. They have produced everywhere 
a revolutionary ferment, such as has never been known before. 

The revolutionary instrument then is here, ready and efficient. 
But it cannot proceed to its task of violent dispossession appointed 
by Marx, because the capitalists to be dispossessed are to-day not 
a small group, but legion. Moreover, the delicate economic 
mechanism of production is still infinitely far from the condition 
in which transition to a collectivist régime would be an easy 
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matter. On the contrary, revolutionary action to that end would 
result in complete confusion. 

Hence in every European country, the Socialist leaders whom 
Marx and his doctrinaire followers have left without guidance, 
without even a general indication of the path to be followed, are 
perplexed and disconcerted. The masses are continually incited 
to Revolution; are solemnly told that the decisive hour is about 
to strike. But no one knows what results this Revolution is to 
achieve, or what economic organisation is to supersede the exist- 
ing one. If the more fiery, in whose minds still resounds the 
confused echo of the Apocalyptic passage in Das Kapital, continue 
to preach violent dispossession, the more authoritative leaders of 
the party, with a greater sense of responsibility and a truer appre- 
ciation of the real position, give voice to the most earnest warn- 
ings. They point out that the destruction of the economic 
mechanism of wealth production would be an act of sacrilege 
absolutely disastrous to society in general and the working classes 
in particular. Nor could a worse time be chosen than the present 
when society must repair the ravages of war or perish. 

The Socialists of all countries therefore hesitate in uncertainty 
between performing or not performing that one and only revolu- 
tionary act which Marx and his followers have been able to sug- 
gest ; and their formidable force of action is worn out and reduced 
to impotence and inertia by the dilemma. Obsessed with the 
doctrine that the course of the economic process cannot be 
deflected by any modification of the law, they never ask, and 
never could ask, whether there is not an alternative method of 
arriving at the socialisation of capital and of the instruments of 
production. The method which never occurs to them is a gradual 
and continuous process which would not play havoc with produc- 
tion—a process initiated by a suitable modification of the law of 
property. When the representation of the working classes has 
gained sufficient predominance, and when the popular desire for 
a juster régime has become irresistible, the required change can 
be effected in legal form by constitutional action. 

The Socialist leaders are therefore at the parting of the ways, 
and one of two courses they must take. Hither they must 
renounce the Marxist doctrine of the blind evolution of the econo- 
mic process, which cannot be influenced by the conscious action 
of men and parties through legislative enactments, and they must 
admit that law, and above all the law of property radically trans- 
formed, can effectually alter economic relations in favour of the 
working classes. Nor do the aspirations of the latter in this 
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respect conflict with the interests of society as a whole, which can 
derive nothing but benefit from a change calculated to relieve it of 
some of its parasites, and to make for greater social justice. 

If this course be not adopted, the Socialist leaders have no 
alternative but to remain absolutely powerless. This is a condi- 
tion no less harmful to society, which is kept in a chronic and 
purposeless state of revolutionary ferment, than to the party and 
its ideals, for whom inaction and impotence must inevitably spell 
discredit and discouragement. 

EUGENIO RIGNANO 





ABNORMAL DEVIATIONS IN INTERNATIONAL EXCHANGES 


In No. 112 of this JourRNAL Professor Cassel has maintained 
that ‘‘a country whose imports are impeded from all sides, but 
whose exports are relatively free, might see its money go up in 
value in foreign places considerably above the rates, which would 
correspond to the internal value of this money, as it is expressed 
by its purchasing power within the country.” 

In this way Professor Cassel seeks to explain the difference 
between the “internal” and the “external” value of money, 
which has manifested itself most conspicuously in Germany ; but 
while in Germany the “internal ” value was the higher, in Sweden 
the opposite was the case. 

In No. 116 I have disputed Professor Cassel’s explanation and 
made an attempt to show that, except momentarily, exchanges 
have nothing to do with the so-called balance of payments, or of 
trade, but are the resultant of prices. 

In No. 117 Professor Cassel attacks my article, and makes the 
remark that I “seem not to have understood this most important 
cause (viz., prohibitions of exports or of imports) for a deviation 
of a rate of exchange from its purchasing-power-parity.” As this 
is rather a singular way to inform the reader that I had disputed 
these causes as such, I suppose that Professor Cassel has not 
caught the tendency of my argument. 

Professor Cassel reproaches me that “my quotation of his 
article is misleading,” and that I wrongly identified his view with 
that which attributes the fall of exchanges to an import-surplus, 
recalling to my memory that he has “directed during all the 
years of the war a considerable part of his scientific work to efforts 
to destroy the popular fallacy, that the movements of the 
exchanges could be explained by the balance of trade.’’ 

I am well aware of this, and may fix Professor Cassel’s atten- 





412 THE ECONOMIC JOURNAL [SEPT. 


tion to the first lines of my article, where I pointed out that 
Professor Cassel “has contended in Nos. 101 and 103 that the 
rates of exchange in a country are expressive of the internal value 
of the money, and for that reason are determined by the quotient 
of the inflation in that country.” 

But Professor Cassel appears not to see how he has come into 
direct contradiction with his former view by the amplification he 
has since given. He now maintains what he formerly disputed, 
and has surrendered to the enemy so completely, that he has 
already been cited as an authority for the view that “the move- 
ments of the exchange can be explained by the balance of trade,” 
the same assertion which Professor Cassel himself formerly 
denounced as a “popular fallacy.” 

Professor Cassel now holds the view that “the exceedingly 
severe hindrances, which are put in the way of Sweden’s imports 
and which surpass considerably those in the way of her exports, 
(with the result of) an unprecedented accumulation of assets in 
foreign countries together with a great import of Swedish securi- 
ties from abroad,” explain the higher external value of the 
Swedish money, because in such a case “claims on foreign money 
will be comparatively easy to procure but difficult to make use of.” 

What difference is there between this view and “the popular 
fallacy ’’ that ‘‘ the exceedingly severe hindrances, which are put 
in the way of Germany’s exports, and which surpass considerably 
those in the way of her imports, with the result of an unpre- 
cedented accumulation of foreign assets in Germany together with 
a great export of German securities abroad, explain the higher 
‘internal’ value of the German money, because in such a case 
claims on foreign money will be comparatively difficult to procure, 
but easy to make use of.” 

As Professor Cassel and other economists had previously con- 
fined their efforts to the positive assertion, that the exchanges are 
determined by the respective money values, the scope of my 
article was, to bring the negative proof, to show, what was the 
concrete mistake in the conception of the “balance of trade” 
view ; and to explain, that the conception, that foreign money 
sinks in value when import is impeded, because claims on such 
money are then easy to procure, is the banker’s view of the case, 
which does not penetrate into the core of the question and leads to 
a wrong conclusion. I need not repeat my argument here; that 
it was not unnecessary is proved by the fact, that such a com- 
petent theoretician as Professor Cassel fell into the snare for which 
that conception is responsible. 
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Exchanges must always be the resultant of prices, and if the 
“external” value of money presents a difference from the “in- 
ternal’’ value, this can only mean, that the price-level has not 
setiled down and that prices of export and import goods are not 
in equilibrium with other prices. Professor Cassel touches this 
point on p. 45 of No. 117, but if we call this a deviation from 
the purchasing-power-parity, we do not, in my opinion, use “‘ words 
of precision.” No general parity has in this case come to expres- 
sion ; the price-level does not act as a whole, but is irregular, and 
there seem to be different parities, out of which in the long run 
one parity will come forward again. ‘There is no reason, however, 
to deduce a “parity” from the inland prices, and not from the 
import and export prices. 

It stands to reason, that exchanges can never for a long period 
deviate from prices; this would mean that people would buy and 
sell at prices that did not suit them. Prices are not the resultant 
of exchanges, as is often thought, but of offer and demand for 
the commodity, and quantity of currency; and out of the prices 
so formed in several countries, exchanges arise. 

There is a second error in Professor Cassel’s article. In his 
latter article, in No. 117, Professor Cassel refers to “one-sided 
interferences between the trade of two countries, e.g., prohibitions 
of exports or of imports, custom duties, etc.” But such inter- 
ferences are not one-sided at all, though they may appear as such 
at first sight. It is an old free-trade adage that, if import is 
restricted, export is also restricted, and vice versa. Protective 
policy does not originate an export surplus. 

In the case of Sweden, on the contrary, there was an export 
surplus. Sweden’s import was not hampered by import duties 
nor by prohibitions; far from that, Sweden’s most ardent desire 
was to import as much as possible; but Germany wanted to 
import more than it could pay by exports, and thereby had to 
postpone its payments; Germany wanted credit, that was the 
reason of Sweden’s export surplus, its assets in foreign 
countries, and import of home securities. The only con- 
nexion between exchanges and those credits was, that they both 
sprung from the same source—Germany’s unfavourable 
economic situation. 

On the other hand, duties certainly have an influence on the 
purchasing-power-parity, as they change prices; which influence 
it is impossible to tell, as it is equally impossible to tell, what 
influence they will have on the relation between the two price- 
levels; which of the two levels they will affect in the most 
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unfavourable way. At all events, duties will originate, not a 
deviation from the parity, but a change of the parity. 

I am glad to hear from Professor Cassel that he “does not 
deny that a reduction of the consumption stock has the same 
influence on inflation as an increasing of the stock of money.” 
But, if so, it is obvious that one cannot identify the inflation 
quotient of the different countries with the rates of exchange, as 
Professor Cassel has done in his former articles, because the 
difference in the movement of the consumption stocks in the 
different countries is then neglected as a factor in the reasoning. 

EK. C. van Dorp 

[This interesting controversy must now be considered to have 

ended.—EDITors. | 





R&EcENT OFFICIAL PAPERS 


Report of the Board of Agriculture for Scotland by H. M. 
Conacher and Prof. W. R. Scott on Agricultural organisation 
in France, with suggestions for a Scottish Scheme of Agricultural 
Credit. Edinburgh: His Majesty’s Stationery Office. 1920. 


The International Year Book of Agricultural Statistics, 1909-1918. 
Rome: International Institute of Agriculture. 1920. Fr. 15. 


The fifth Year Book of Agricultural Statistics is a volume of 
over 700 pages, which supplies in a systematic form for all countries 
having statistics the data on yield, trade, consumption, and prices 
of the chief agricultural products during the whole decennial period 
from 1909 to 1918 for the Northern Hemisphere, and to the first half 
of 1919 for the Southern Hemisphere. This is the last year book to 
deal with States according to the pre-war political frontiers. 


CurRPENT TOPICS 


THE issues of THE Economic Journat for June, 1918, September, 
1918, March, 1919, and June, 1919, are now out of print. As a 
few additional copies are urgently required for the purpose of com- 
pleting sets, the Secretary of the Royal Economic Society would be 
much obliged if any Fellows who can spare their copies of these 
issues would return them to the Assistant Secretary, Mr. S. J. 
Buttress, 6, Humberstone Road, Cambridge. A payment of 
7s. 6d. will be made for each copy so returned. 


An important volume of Memoranda has been published by 
Messrs. Harrison by direction of the League of Nations, which have 
been prepared for the Brussels Conference; but unfortunately it has 
been received too late for notice in this issue of the JourNAL. 











RECENT PERIODICALS AND NEW BOOKS. 


Journal of the Royal Statistical Society. 


May, 1920. The Iron and Steel Trades during the War. M. S. 
Birkett. The Fertility of Various Social Classes in England 
and Wales. T. H. C. Stevenson. The difference in fertility 
between classes became considerable in the last quarter of the 
nineteenth century. It is lowest in the professions. The lower 

child mortality of the less fertile classes is far from 

j compensating their low fertility. Crop Cycles in the 

: United Kingdom and in the United States. H. C. 

Moore. By the use of “‘ periodograms ’’ is it found inter alia 

that there are cycles of eight years in the yield per acre of the 
crops in the United Kingdom, France and the United States. 

5 The Theory of Measurement of Changes in Cost of Living. T. 

‘ L. Bennett. An attempt to evade the besetting difficulty of 

index-numbers, that quantities consumed change simultaneously 

with prices. The Variations of Wholesale Prices in Italy dur- 
ing the Great War. Pror. C. OrroLencat. 





Edinburgh Review. 


Jury, 1920. Capitalism I. Dr. A. SHapwetu. Capitalism is defined 
and is shown to have existed in ancient times and the Middle 
Ages; contrary to Marxian doctrine. War and Population. THe 
Epitor. Decline of birth-rate, being consistent with increase in 
the absolute numbers added yearly to the population (never so 
great as in this century), is no alarming symptom. The danger 
of being submerged by more prolific races may be lessened “* if 
the slow-breeding nations make it part of their national policy 
to combine for mutual aid,’’ and ‘‘ by inviting the whole world 
to follow the wise example set by the more prudent classes.’’ 





Contemporary Review. 


Juy, 1920. The Nation’s Wheat Supply. AnrtHony CoLtetT. Eng- 
land and her Sugar. J. Saxon Mitts. 


Journal of the Institute of Bankers in Ireland (Dublin). 
January, 1920. Nationalization of Railways. Pror. B. 8S. Surevps. 
After balancing the pros and cons of State management or owner- 
ship, the writer recommends for Ireland a temporary policy of 
delegated State management. In the Aprit and JuLy numbers 


No. 119.—vou. xxx. FF 
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Scientific Management and Business Combinations are discussed 
by the same writer. 


Better Business (Dublin). 


May, 1920. A Corner of Co-operative Ireland. D1armMep CAFFEE. A 
motor-car tour among Co-operative Societies. The Economic 
Conditions of Central Europe since the Armistice. N. R.G. A 
gloomy picture. Co-operative Productive Federation. R. 
HausteaD. The secretary of this institution explains how it 
aids Productive Societies by opening up a market for their goods, 
and in other ways. Co-operative and Consumers’ Societies. The 
relations of Agricultural to other kinds of Co-operative Society 
are shown. 


Indian Journal of Economics. 


Juty, 1920. Essentials of Sociology. Patrick GeppEs. Proposed 
New Economics Course at Allahabad. The Indian Food Problem. 
D. S. DuBEY. 


Quarterly Journal of Economics (Boston). 


May, 1920. Nitrogen: its fixation, its uses in peace and war. 
GRINNELL Jones. Prices and Currency in Japan. Victor Cuark. 
Factors Determining the Interest Rate. G. R. Davies. The 
German Capital Levy Taz. J. Jastrow. Is Competition in 
Industry Ruinous? Exiot Jones. 


The American Economic Review (Cambridge, Mass.). 


June, 1920. The War and the World’s Mercantile Marine. ABRAHAM 
Beratunp. Final Aspects of State Income Taxes. ALRADA 
Comstock. Cost, Fair Value, and Depreciation Reserves. E. 
A. Sauiers. War Profits and Excess Profits Tares. Caru 
PieHN. This new tax expresses the general conviction that 
there is a normal or ‘‘ modal ”’ rate of profit. The working seems 
to justify Secretary Glass’s description: ‘‘It encourages 
wasteful expenditure, puts a premium on over-capitalization, 
and a penalty on brains, energy, and enterprise.”* Keynes’ 
‘* Economic Consequences of the Peace.’’ Cuitve Day. A criti- 
cism by one who took part in the territorial work of the Paris 
Conference. The Past Decade of the Foreign Commerce of the 
United States. S. Litman. There is a valuable résumé of the 
Report of the War Cabinet Committee on Women in Industry 
(noticed in the Economic Journat) [Cmd. 167], by Entra ABsorr. 


Political Science Quarterly (New York). 


June, 1920. Forecasting the Crops of the Dakotas. Henry L. 
Moorz. ‘A properly equipped economist without leaving his 
study could have reached more accurate predictions ’’ than the 
Government forecasts ‘‘ from the simple data published by the 
Weather Bureau.”’ The rainfall at a critical season, and with 
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it the leading crops of the Dakotas, tends to follow a compound 
cycle. The Burdens of Preparedness and War. S. Leon Levy. Ex- 
tracts from the unpublished lectures of Senior (mentioned in the 
Economic JournaL, 1918) clinch objections to the policy of 
‘bellum para.’’ Seligman, Bogart, and Leonard Ayres contri- 
bute to an estimate of the burden imposed by the late war. 


Annals of the American Academy (Philadelphia). 


May, 1920. This issue deals with prices: the gains and losses caused 
by rising prices, the prospective changes in the price level, etc. 
Sik GeorGE Patsy describes the world’s monetary breakdown. 
Pror. J. HOLLANDER connects inflation with the bungling of the 
American Government. Pror. G. CasseL advocates an inter- 
national discussion of the world’s monetary problem. 


Juuy, 1920, Industrial Stability is the subject of this number. PRror. 
EK. Manan contributes an interesting account of labour in Bel- 
gium during and after the War. 


The Journal of Political Economy (Chicago). 


JunE, 1920. The Measurement of Labor Mobility. Paul F. 
BrIssENDEN. The Co-operative Movement in Nebraska. 
Maurice H. WesEEN. Neglected Factors in the Incidence of 
Taxation. H. Gunnison Brown. The effects of taxation of 
commodities on the general price-levels, and its incidence on 
entrepreneurs, consumers and others are exhibited, 


The Review of Economic Statistics (Cambridge, Mass.). 


JuNE, 1920. Besides the usual monthly survey of general business 
conditions there is a computation of the world’s industrial con- 
sumption of gold; distinguishing the amount taken from old and 
from fresh material. Thus for the United States 1911-1913, 
the average annual consumption was 43} million dollars, of 
which from new material 353. There is a useful Appendix of 
current statistics. 


Journal des Economistes (Paris). 

Marcu, 1920. La Gréve des cheminots. YvEs Guyor. Questions 
monétaires. A. Rarratovicn. La Loi belge sur l’imposition des 
bénéfices de guerre. Maurice Dewavrin. L’Ezpropriation de 
la grande propriété rurale et la Question agraire en Roumanie. 
Grorces Mantov. Inefficacité des lois protégeant les consom- 
mateurs en Angleterre. A. RaFFALOVICH. Le Programme 
syndicaliste et la Révolution économique. F. Jaca. 


Apri, 1920. La Conciliation et l’Arbitrage. Yves Guyot. Un 
critique anglais du Traité de Versailles. A. RAFFALOVICH. 


May, 1920. Les Nouveaux Impéts. Yves Guyot. Un chapitre 
d’histoire monétaire en Angleterre. A. RarraLovicu. La 
Situation économique et financiére du Japon en 1918-19. 
GEORGES DE Novvion. 
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JuNE, 1920. Baisse des priw et Baisse de Changes. Yves Guyor. 
La législation frangais de pensions civiles et militaires. J. 
Girarp. La crise du logement. G. dE Novvion. 





Revue d’Economie Politique (Paris). 

May—June, 1920. L’inégalité devant la mort d’aprés les statistiques 
de la Ville de Paris. L. Herscu. The poorer the district the 
higher the mortality; that of the poorest class being more than 
double that of the richest. The mortality of illegitimate chil- 
dren in the lowest class is four times that of legitimate children 
in the highest class. Le nombre indice du coit de la vie. H. 
Promer. A study based on the enquiries of the Swiss Union of 
Consumers’ Societies. Le progrés de l’agriculture en France et 
en Allemagne. B. RamBavup. 





Giornale degli Economisti (Rome). 


ApriL, 1920. Una teoria statistica sulla frequenza delle Malattie. 
S. Minetoxta. Sulla compozione numerica delle famiglie. G. 
Mortara. 


May, 1920. Sull’ assicurazione obligatoria contro l’invalidita e 
la vecchaia. T. Bacni. La Nuova opera di Alfredo Marshall. 
R. Bacur. An analysis and eulogium of Industry and Trade. 
Osservazioni sopra le presenti difficolta monetarie. G. DEL 
VECCHIO. 


June, 1920. Le industrie nel mezzogiorno continentale prima de 
1860. Gino Arras. La statistica come storia empirica delle 
scienze naturali. M. Bouprint. 


Revista Nacional de Economia (Madrid). 

No. 238, 1920. Subsistencias y precios. EK. L. Anpré. The rise 
in the cost of living in various countries is compared. La 
ensentanza técnica superior. V. P. Bruaapa. El acomodddo 
Obrero. H. M. Simarro y Pure. On forms of co-partnership. 


NEW BOOKS. 


English. 


CrAMMOND (EpGar). The Real Cost of the War. An address to 
the Institute of Bankers, London. 


Currencies after the War. A survey of conditions in various 
countries compiled under the auspices of the International Secretariat 
of the League of Nations. London: Harrison. Pp. xvi+234. 
7s. 6d. net. 
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Hecut (Joun §.). The Real Wealth of Nations, or A New Civi- 
lisation and its Economic Foundations. London: Harrap. 1920. 
Pp. 350. 15s. 

[There is suggested a measure of wealth by which an equitable distribution 
may be secured. | 


Kitson (ArtHuR). Money Problems. With a criticism by Hartley 
Withers. Stamford: Dolby Brothers. Pp. 141. 


[Articles on Currency and Banking which appeared in the Times Trade 
Supplement, with replies by Mr. Withers and rejoinder by Mr. Kitson.] 


Leitcu (Joun). Man to Man. With introductions by the Right 
Hon. G. N. Barnes and Sir Robert Hadfield. London: Putnams. 
Pp. xxix + 249. 


[A scheme for “‘ industrial democracy ” in America. ] 


Mac.uaurin (Ropert). The Oversea Illusion. Its amazing effects 
on Prices, Wages and Output. London: Bell. Pp. 2138. 


[To counteract the undue prevalence of foreign trade it is proposed to tax 
exports and imports from oversea investments. ] 


Macara (Sirk CHarues). The International Idea in Industry. 
Manchester. 


{Referring to the International Cotton Federation and the International 
Institute of Agriculture. ] 


McVey (Frank L.). Financial History of Great Britain, 1914- 
1918. (Carnegie Endowment for International Peace.) New York: 
Oxford University Press. Pp. 101. 

[The author is President of the University of Kentucky.] 


OxtpHAM (Prof. C. H.). The Dublin Chamber of Commerce and 
the Government of Ireland Bill. Dublin Chamber of Commerce. 
1920. Pp. 54. 6d. 


[This is the Report of a special Committee appointed to consider the Govern- 
ment of Ireland Bill. Partition and the financial provisions of the Bill are 
deprecated. An important memorandum by Prof. Oldham explains the financial 
relations of England and Ireland. He especially deplores the definition of 
Ireland’s Imperial Contribution as a fixed proportion of the whole imperial 
expenditure. } 


Oxford Tracts on Economic Subjects. Set 1V. London: Milford. 
104d. 


[A continuation of the series already noticed in the Economic JOURNAL. 
Among the subjects treated are Taxation, Capital, Index Numbers, Money.] 


PainE (W. W.). Short papers on (1) A Capital Levy as a Means 
of Taxation; (2) The Present Unrest in Industry; (3) Capital and 
Labour; and (4) The Nationalisation of Industry. London: Effing- 
ham Wilson, 2s. 

PaisH (Sir GreorGe). The World Crisis. A suggested remedy. 


London: Benn. Pp. 30. 
[Production is to be restarted by a co-operative loan of £4,000,000,000.] 


Rea (RusseEwu). The Triumph of Free Trade and other Essays 
and Speeches. With an introduction by C. F. Masterman. London: 
Macmillan. 15s. 
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Russia: Labour Conditions in Soviet Russia. Systematic Ques- 
tionnaire and Bibliography. Prepared for the Mission of Enquiry on 
Russia. London: Harrison. Pp. 294+cxliv. 7s. 6d. net. 


Ryan (Joun A.). A Living Wage: its ethical and economic 
aspects. New York: Macmillan Co. 1920. Pp. 182. 


Scort, J. W. Karl Marx on Values. London: Black. Pp. 
vii+54. 2s. 6d. net 


Statesman’s Year Book, 1920. London: Macmillan. 
[The fifty-seventh number of this annual.] 


Taytor (Reeinaup). The Socialist Illusion. London: Allen and 
Unwin. 2s. 6d. net, 


Wess (Sipney and Beatrice). A Constitution for the Socialist 
Commonwealth of Great Britain. London: Longmans. 12s. 6d, net. 


Waite (BENJAMIN). Common Commodities and Industries. Gold: 
its place in the Economy of Mankind. London: Pitman. 3s, 


American. 


Cartton (F. Tracy). Organised Labour in American History. 
Appleton. Pp. 312. 12s. 6d. net. 


Cuune Su See. The Foreign Trade of China. New York: 
Columbia University. 


GoLDMARK (JOSEPHINE) and Hopkins (Mary D.). Comparison of 
an HKight-hour Plant and a Ten-hour Plant. Report on an investi- 
gation by P. Sargent Florence and Associates. Pp. 218. Wash- 
ington: Government Printing Office. 1920. 

[United States Public Health Service: Bulletin No. 106. Cf. Mr. Sargent 
Florence’s article in Taz Economic JourNat for June, 1920, An Official American 
Study of Industrial Fatigue.] 


LarIpLeR (Harry W.). Socialism in Thought and Action, New 
York: Macmillan Co. 1920. Pp. 546. 


McPuerson (Locan Grant). The Flow of Value. Pp. 473. 
New York: The Century Co. 1919. 5 
[This book claims to ‘‘ demonstrate that as all things and services bought and 
sold are produced by the application of human effort, the greater the volume 
that is produced in relation to the effort applied, the greater will be the supply, 
and thus the greater the share that each person may receive.” The volume is of 
no particular value. ] 


Ross (E. A.). The Principles of Sociology. (Century Social 
Science Series.) New York: Century Co. 1920. Pp. 708. 


Scorr (Emmett J.). Negro Immigration during the War. (Car- 
negie Endowment for International Peace.) New York: Oxford 
University Press. 1920. Pp. 183. 
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Strutt (Wiuuiam). The Food Crisis and Americanism. New 
York: The Macmillan Co. 


Wotre (ArcHipaLpD J.). Theory and Practice of International 
Commerce. New York: International Bank Publishing Co. 
27s. 6d. net. 


French. 


Durour (M.). Le Syndicalisme et la prochaine révolution. Paris: 
Riviére. Pp. 437. 6 francs. 


[The writer is an Emeritus Professor of Political Economy. ] 


GipE (Cu.) and Rist (Cu.). Histoire des Doctrines Economiques 
depuis les physiocrates jusqu’A nos jours. Third Edition, revised 
and corrected. Pp. xx+806. Paris: Recueil Sirey. 1920. Fres. 20. 


[The new edition of this standard work, which has been “ crowned” by the 
Académie des Sciences Morales et Physiques, is not much altered from the second 
edition, but includes a new section on Bolshevism. ]} 


Soret (GeorGss). Matériaux d’une Théorie du Prolétariat. Paris: 
Riviére. Pp. 424. 7 francs. 


Spanish. 


Bernis (Pror. Francis). Fomento de Jas exportaciones. (Biblio- 
teca de Cultura Moderna.) Barcelona: Minerva. Pp. 232. 


[The bulk of this volume was prepared for a Commission dealing with the 
means of encouraging exportation. An introduction on the National Economy 
of Spain is dated 1917.] 


Italian. 


Ernaupr (Lure). Il Problema della Finanza Post-bellica. Pp. 
192. Milan: Treves. 1919. L. 4. 
[Reviewed above.] 


Ernavupi (L.). Osservazioni critiche intorno alla teoria dell’ am- 
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